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ADVERTISEMENT 


THE  REAL  PRICE  OF 

THAT  EMPTY  DESK 

\ 

AT  AN  ESTIMATED  $500  PER  DAY,  EVERY  JOB  OPENING 
IS  COSTING  YOUR  COMPANY  MONEY 


As  the  economy  improves  and  the  unemployment  rate  falls, 
companies  are  finding  it  harder  to  recruit  applicants  that  have  the 
needed  skill  sets.  The  problem  is  most  acute  in  the  information 
industry,  which  includes  media  and  telecommunications,  and  in 
the  Northeast,  where  it  continues  to  take  longer  to  fill  positions. 

“It’s  tougher  to  fill  vacancies  all  over,”  says  Susan  Vitale,  Chief 
Marketing  Officer  for  iCIMS,  a  leading  provider  of  Software-as-a- 
Service  (SaaS)  talent  acquisition  solutions.  “Our  data  shows  that 
the  time  to  fill  positions  rose  in  2015,  and,  on  average,  it  now 
takes  44  days.” 

The  shortage  has  worsened  over  the  past  six  years.  According 
to  a  2015  CEB  report,  it  takes  62  percent  longer  than  in  2010 
to  fill  the  average  vacancy.  The  new  competitive  environment  is 
costly,  too,  with  companies  losing  an  average  of  $11.25  million 
per  1,000  unfilled  positions. 

“The  problems  are  loss  of 
productivity,  the  additional  cost 
of  recruitment  advertising  and 
the  extra  hours  recruiters  spend 
filling  jobs,”  Vitale  explains.  "Our 
rule  of  thumb  is  that  vacancies 
cost  companies  about  $500  per 
position,  per  day.” 

Modern  talent  acquisition 
software  can  shorten  the  hiring 
process.  Recent  studies  by  the 
Aberdeen  Group  show  that  com¬ 
panies  using  an  integrated  talent 
acquisition  suite  versus  a  point 
recruitment  solution  improved 
their  time-to-hire  by  a  factor  of 
three — 6.8  percent  vs.  2.3  percent — year  over  year. 

“Typically,  we  find  that  employers  have  two  main  problems: 
They  either  need  more  candidates,  or  they  have  too  many 
subpar  applicants,”  Vitale  says.  “iCIMS  has  the  tools  to  meet  both 
challenges.” 

Today,  the  most  vital  component  in  recruiting  is  the  ability  to 
develop  long-term  relationships  with  potential  applicants.  “With 
our  software,”  Vitale  says,  "recruiters  can  build  a  pool  of  candidates 
through  more  efficient  job  advertising  and  referrals,  and  keep  in 
contact  with  them.  When  vacancies  arise,  they  don’t  have  to  start 
from  scratch,  but  can  mine  a  cultivated  list  of  preapproved  leads.” 


iCIMS  talent  acquisition  solutions  also  make  it  possible  to  use 
social,  mobile,  video  and  enhanced  analytic  capabilities  to  both 
engage  potential  candidates  and  cull  large  application  responses. 

Allowing  applicants  to  upload  video  presentations  about 
themselves,  for  instance,  can  save  time  by  letting  recruiters  see 
how  well  they  communicate,  an  essential  skill.  Enabling  mobile 
applications  improves  access,  and  Vitale  says  40  percent  of  the  job 
applications  are  sent  using  a  mobile  device.  Across  iCIMS’  more 
than  3,000  customer  companies,  the  majority  of  mobile  applica¬ 
tions  come  from  the  food  and  beverage  industry. 

Recruiters  using  iCIMS  tools  also  have  the  ability  to  stay  in 
touch  with  applicants  in  ways  that  can  burnish  the  reputation  of 
the  hiring  entity;  60  percent  of  applicants  never  hear  back  from 
companies  about  hiring  decisions,  an  oversight  that  results  in  a 

bad  candidate  experience. 

“Our  software  enables 
recruiters  to  automatically  send 
out  pre-scheduled  response 
emails  to  candidates  at  different 
stages  of  the  interview  process 
to  inform  them  of  hiring  deci¬ 
sions,"  Vitale  says.  "Typically, 
a  recruiter  wouldn’t  have  time 
to  do  this  without  our  software, 
and,  as  a  result,  a  candidate’s 
bad  experience  could  lead  to  a 
company  being  badmouthed  in 
an  important  talent  sector.” 

iCIMS  believes  that  as 
companies  deal  with  talent 
shortages,  recruitment  requires 
more  advanced  systems  to  deliver  value — especially  since  its 
surveys  of  competitors,  including  larger  enterprise  resource  plan¬ 
ning  (ERP)  firms  such  as  Oracle,  SAP  and  PeopleSoft,  show  that 
two-thirds  of  their  customers  aren’t  satisfied  with  the  recruiting 
functionality  of  their  systems. 

"That  convinced  us  that  what  companies  need  is  a  single  platform 
that  brings  together  all  the  talent  acquisition  functions,  including  both 
‘new’  areas  of  recruitment  like  social  media,  mobile  and  video,  and 
traditional  needs  such  as  reference  checking,  background  screening 
and  so  on,”  Vitale  says.  “That's  what  iCIMS  is  intent  on  providing, 
because  that  is  the  future.”  — John  O’Mahony 


IT  TAKES  THE 
RIGHT  TOOLS  TO 
MEET  THE  COMPLEX 
DEMANDS  OF  TALENT 
ACQUISITION 

Finding  and  hiring  the  right  candidate  requires  a  highly  specialized  set  of  tools  for  every  _  @ 

aspect  of  talent  acquisition.  So  iCIMS  specifically  designed  software  to  proactively  build  /  cims 

pools  of  talent,  recruit  and  track  new  applicants,  and  onboard  the  next  great,  new  hire.  My  Hire  Expectations™ 

To  learn  more,  visit  iCIMS.com. 

©2016  iCIMS,  Inc.  All  rights  reserved. 
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Time-consuming  paperwork  shouldn't  hold  back  your 
client's  vision.  With  DocuSign,  you  can  sign  safely 
and  securely  from  anywhere,  on  any  device.  So 
your  people  can  get  on  with  what  they  do  best 
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"Story's  on  Yahoo!,  which  was 
recently  put  up  for  sale." 

"How  much  is  it  worth?” 

“As  of  today,  minus  $8  billion." 

“So  it’s  free  then?  I’d  like 
to  place  a  bid!” 

“It’s  more  complicated  than  that.  The 
price  will  depend  on  what  it  does 
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foreign  investments.  The 
management  is  also  in  question.  I 
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understand  the  full  complexity  of—" 
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Clarifications 

In  “The  $2,000,000,000,000  Prince”  (Features, 
April  25-May  1),  the  paragraph  describing  the 
meeting  between  Prince  Mohammed  bin  Salman 
and  Senator  Lindsey  Graham  (R-S.C.)  should  have 
read,  “Graham  says  the  men  spoke  for  an  hour 
about  the  ‘common  enemies’  that  Israel  and  Saudi 
Arabia  have  in  Islamic  State  and  Iran.” 
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Meet  the  Software  That  Helps 
Power  Rolls-Royce  Engines 

The  most  sophisticated  aircraft  in  the  world  take  flight  with 
the  help  of  Siemens  advanced  manufacturing  solutions 


On  1,000  acres  30  miles  south  of  Richmond,  Va.,  power  systems 
company  Rolls-Royce  has  constructed  its  most  advanced  North 
American  manufacturing  facility — a  270,000-square-foot  hub  of 
precision  engineering  where  the  jet  engine  components  that  power 
the  civil  aerospace  industry  are  created. 

Here  in  the  Crosspointe  Rotatives  Factory,  heavy  machining  tools 
are  automated  by  software  that  helps  to  digitalize  every  portion  of  the 
manufacturing  process.  And  when  your  business  is  creating  the  fan 
discs  that  keep  Boeing  787s  and  Airbus  A350  XWBs  running 
efficiently,  you  need  to  have  quality  and  reliability  in  the  software 
that  operates  the  machining  processes. 

An  integral  part  of  the  Rolls-Royce  solution  has  been  to  employ 
Siemens  Product  Lifecycle  Management  (PLM)  software,  which 
allows  every  layer  of  production — from  ideation  and  design  to 
manufacture  and  service — to  be  connected  via  software.  By  weaving 
this  end-to-end  digital  thread,  Rolls-Royce  is  equipped  to  be  a  fully 
optimized  digital  company  that  can  nimbly  initiate  new  innovations. 

As  an  enterprise  strategy,  advanced  manufacturing  allows  the  whole 
organization,  from  top  floor  to  shop  floor,  to  work  as  a  single  team,  all 
while  identifying  best  practices  and  empowering  the  business  to  make 
information-driven  decisions.  Extended  to  the  sector  as  a  whole,  this 


digital  networking  of  team  members,  objects  and  machines  represents 
no  less  than  the  future  of  the  U.S.  manufacturing  industry. 

“We  believe  this  is  the  fourth  industrial  revolution,  which  is 
synonymous  with  digitalization,”  says  Raj  Batra,  President,  Siemens 
U.S.  Digital  Factory.  “Everything  you  have  seen  in  the  consumer 
space  is  starting  to  happen  in  the  industrial  world.  Factories  are  get¬ 
ting  smarter,  giving  the  people  who  work  in  them  the  chance  to  add 
new  skills  not  seen  in  traditional  manufacturing.  They  are  bringing 
unprecedented  speed,  efficiency  and  flexibility  to  operations.” 

Software  has  become  the  new  standard,  with  the  traditional 
shop  floor  evolving  into  a  place  where  people  draw  intelligence 
from  highly  sophisticated  machines.  All  told,  29  of  the  world’s  top 
30  automotive  OEMs,  as  well  as  the  top  20  aircraft  engine  manu¬ 
facturers,  use  solutions  from  Siemens  PLM  software,  which  has 
helped  to  usher  in  an  era  of  unprecedented  customization. 

"This  technology  is  helping  firms  boost  output  with  ever- 
increasing  speed,  and  giving  companies  more  flexibility  to  provide 
the  variety  of  goods  that  their  customers  want,”  says  Batra,  and  the 
numbers  bear  this  out.  At  Rolls-Royce,  PLM  software  is  online  at 
a  majority  of  its  manufacturing  sites,  and  has  already  yielded  a  5 
percent  improvement  in  manufacturing  processes. 

As  factories  grow  to  resemble  tech  companies,  the  manufactur¬ 
ing  sector  is  well  aware  of  the  opportunities  that  lie  ahead.  From 
April  25-29,  international  leaders  including  Barack  Obama  (in  the 
first-ever  visit  from  a  sitting  U.S.  president)  converged  in  Germany 
at  Hannover  Messe,  the  world’s  largest  industrial  trade  show,  to 
discuss  the  impact  this  new  industrial  revolution  will  have  on  the 
global  stage,  from  job  creation  to  increased  trade. 

Stateside,  the  story  of  advanced  manufacturing  is  one  of  a  re¬ 
surgent  U.S.  industrial  sector  that  can  produce  high-quality  goods 
at  a  competitive  price,  while  also  being  faster  to  market.  From 
Charleston,  S.C.,  where  Boeing  automates  the  assembly  of  major 
787  segments,  to  Baltimore,  Md.,  where  Marlin  Steel  Wire  uses  a 
welding  robot  that  is  run  by  highly  trained  workers,  Siemens  sits  at 
the  intersection  where  the  physical  and  virtual  worlds  merge.  • 
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It  takes  just  as  much  ingenuity  to  go  to  Mars 
as  it  does  to  make  this  popcorn. 


Timing,  precision,  consistency — you  expect  to  focus  on  these  things  when  you're  building  a  rocket, 
but  they're  just  as  important  if  you're  trying  to  produce  30,000  perfect  bags  of  kettle  corn.  That's 
why  Siemens  software  is  rapidly  delivering  innovation  to  every  phase  of  manufacturing,  from  design 
through  production.  Ingenuity  is  helping  create  better,  more  efficient,  more  cost-effective  products. 
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What’s 
Not  to 
Love?  @ 

By  Peter  Coy 


Alexander  Hamilton’s 
pro-business  and 
big  government  ideas 
wouldn’t  make  him 
popular  today 


The  bipartisan  Disneyfication  of 
America’s  first  Treasury  secretary  began 
in  earnest  last  fall  when  President  Barack 
Obama  spoke  at  a  fundraising  perfor¬ 
mance  of  the  hit  musical  Hamilton  and 
said  it  “happens  to  be  the  only  thing 
Dick  Cheney  and  I  agree  on.”  The  real 
Alexander  Hamilton  made  no  effort  to 
be  loved  by  all,  as  Lin-Manuel  Miranda’s 
brilliant,  rap-infused  musical  makes 
clear.  He  was  vain  and  opinionated. 
He  was  also  usually  right.  No  libertar¬ 
ian,  he  believed  the  federal  government 
could  and  should  play  a  central  role  in 


economic  development.  His  arguments 
deserve  fresh  consideration  for  today’s 
problems-even  if  taking  them  seriously 
will  make  it  harder  for  everyone  to  agree 
on  his  wonderfulness. 

For  starters,  Hamilton  rejected 
Scottish  economist  Adam  Smith’s  then- 
novel  doctrine  of  laissez-faire.  He  feared 
that  pure  free  trade  would  trap  the  U.S. 
into  remaining  an  economic  colony  sup¬ 
plying  cotton,  tobacco,  food,  and  raw 
materials  to  Britain.  He  wanted  the 
federal  government  to  have  the  power 
to  tax  and  spend,  giving  it  real  agency. 


“Power  without  revenue  is  a  bubble,” 
he  wrote. 

Hamilton  advocated  building  a  strong 
industrial  base  “to  render  the  United 
States  independent  [of]  foreign  nations 
for  military  and  other  essential  sup¬ 
plies.”  His  groundbreaking  Report  on  the 
Subject  of  Manufactures  in  1791  invented 
the  idea  of  moderate  tariffs  to  protect 
infant  industries.  It  also  called  for  invest¬ 
ment  in  roads  and  canals;  strong  banking 
and  patent  systems;  and  boards  for  pro¬ 
moting  arts,  agriculture,  manufacturing, 
and  commerce.  “In  other  words,”  writes 
Ha-Joon  Chang,  a  development  econo¬ 
mist  at  the  University  of  Cambridge,  in  an 
e-mail,  “all  the  key  elements  of  the  eco¬ 
nomic  system  that  have  made  the  U.S. 
one  of  the  most  successful  economies 
in  human  history.” 

History  shows  that  Hamilton  bested 
his  rival  Thomas  Jefferson,  who  wanted 
the  nation  to  be  a  loose  confederation 
of  yeoman  farmers.  “The  20th  century 
became  an  American  century  pre¬ 
cisely  because  America  by  1880  was  not 
a  gigantic  Australia,”  Stephen  Cohen 
and  Bradford  DeLong  wrote  in  a  new 
book.  Concrete  Economics:  The  Hamilton 
Approach  to  Economic  Growth  and  Policy. 
The  U.S.  today  has  a  big  federal  govern¬ 
ment,  a  strong  central  bank,  and  the 
world’s  most  powerful  military.  Since 
World  War  II,  the  federal  government 
has  helped  finance  the  computer,  the 
semiconductor,  the  Internet,  aircraft, 
and  biotechnology. 

In  recent  years,  though,  the  economic 
tide  has  turned.  Manufacturing,  which 
Hamilton  considered  vital  to  security 
and  prosperity,  has  shrunk  to  12  percent 
of  the  economy  from  21  percent  in  1980, 
according  to  United  Nations  data.  (To  be 
sure,  the  same  has  happened  in  other 
industrialized  nations.)  At  the  same  time, 
the  federal  government  is  becoming  less 
ambitious.  More  tax  dollars  that  were 
spent  on  doing  stuff  are  being  diverted 
to  supporting  people,  mostly  through 
Social  Security  and  Medicare.  The  White 
House’s  Office  of  Management  and 
Budget  projects  that  outlays  excluding 
transfer  payments,  grants,  and  interest- 
in  other  words,  spending  on  every¬ 
thing  from  the  Pentagon  to  the  National 
Institutes  of  Health  to  the  U.S.  Patent  and 
Trademark  Office-will  fall  to  3-8  percent 
of  gross  domestic  product  by  2021.  That 
would  be  the  lowest  level  since  the  gov¬ 
ernment  began  tracking  this  in  1940. 

Politically,  too,  Hamilton’s  ideas  have 
been  in  retreat.  Democratic  President 
Jimmy  Carter  deregulated  airlines,  truck¬ 
ing,  and  railroads.  Republican  President 


Ronald  Reagan  declared  in  his  first  inau¬ 
gural  address,  “Government  is  not  the 
solution  to  our  problem;  government  is 
the  problem.”  Democratic  President  Bill 
Clinton  presided  over  financial  deregu¬ 
lation  after  promising  in  his  1996  State 
of  the  Union  address  that  “the  era  of 
big  government  is  over.”  And  so  on  up 
through  today’s  Republican  majorities 
in  the  House  and  Senate,  which  resist 
stepping  up  spending  on  what  Hamilton 
would  have  called  “internal  improve¬ 
ments,”  despite  historically  low  bor¬ 
rowing  costs.  The  result  is  crumbling 
infrastructure  and  dwindling  economic 
competitiveness.  As  former  Treasury 
Secretary  Larry  Summers  likes  to  ask: 
“Is  anyone  proud  of  Kennedy  airport?” 

Hamilton,  in  short,  is  getting  more 
respect  on  Broadway  than  inside  the 
Beltway-and  less  respect  at  home  than 
he’s  gotten  abroad.  The  economist 
Friedrich  List  introduced  Hamiltonian 
ideas  to  Germany  in  the  1840s,  before 
German  unification,  as  journalist  James 
Fallows  described  in  a  1993  article  in  the 
Atlantic.  Japan  imported  List’s  brand  of 
nation-building  from  Germany  during 
the  Meiji  Restoration  of  1868  to  1912. 
Japan  in  turn  spread  its  thinking  to 
Korea  and  Taiwan,  which  it  occupied 
until  the  end  of  World  War  II.  “You  can 
even  say  that  he  [Hamilton]  is  the  man 
who  had  the  biggest  influence  on  the 
way  in  which  capitalism  has  developed,” 
argues  Cambridge’s  Chang,  a  native  of 
South  Korea. 

Advocates  for  measures  to  bolster  U.S. 
manufacturing  say  Hamilton,  were  he 
alive  today,  would  be  on  their  side.  “He 
certainly  recognized  that  the  full  devel¬ 
opment  of  a  national  economy  required 
a  very  strong  government  hand,”  says 
Alan  Tonelson,  a  trade  expert  whose 
blog  is  called  RealityChek.  “He  was  an 
economic  nationalist,”  says  Scott  Paul, 
president  of  the  Alliance  for  American 
Manufacturing.  In  Hamilton’s  worldview, 
says  Paul,  “there’s  a  role  for  government 
to  develop  smart  public  policies  to  spur 
economic  growth.” 

There  is  no  real  successor  to  Hamilton 
on  the  political  scene  today,  says  Michael 
Lind,  author  of  the  2012  book  Land  of 
Promise:  An  Economic  History  of  the 
United  States.  “What  you  have  is  a  kind 
of  Jeffersonian  populist  opposition  to 
trade,”  says  Lind,  who  is  co-founder 
of  New  America,  a  public  policy  insti¬ 
tute.  The  right,  he  says,  is  nativist,  and 
the  left  is  antibusiness.  “I  really  don’t 
see  anybody  having  this  strategic, 
Hamiltonian  view.”  (Certainly  not  Donald 
Trump  and  Bernie  Sanders,  anyway.) 


The  founding  father 
may  have  been  the 
biggest  influence  on  how 
capitalism  has  evolved 


Hamilton,  having  fought  along¬ 
side  Washington  in  the  Revolutionary 
War,  was  acutely  sensitive  to  the  mili¬ 
tary  importance  of  having  one’s  own 
arms  manufacturing  capacity.  Says 
Lind:  “He  wouldn’t  do  what  the  U.S. 
has  done,  which  is  to  simultaneously 
extend  defense  commitments,  cut  the 
defense  budget,  and  offshore  much  of 
our  defense  industrial  base  to  our  most 
likely  military  rivals.”  The  U.S.  gets  rare 
earths  for  night-vision  gear  from  China 
and  rockets  for  satellite  launches  from 
Russia.  “It  just  seems  crazy,”  he  says. 

The  economic  nationalism  of 
Hamilton,  Henry  Clay,  Abraham  Lincoln, 
Teddy  Roosevelt,  Franklin  Roosevelt,  and 
Dwight  Eisenhower  was  a  pragmatic 
search  for  policies  that  worked,  regard¬ 
less  of  ideology,  says  author  DeLong,  an 
economist  at  the  University  of  California 
at  Berkeley.  “Sometime  around  1980  we 
very  much  lost  that  sense  of  pragma¬ 
tism.”  The  financial  sector  “hypertro¬ 
phied,”  DeLong  says,  inequality  grew, 
and  antitrust  laws  fell  into  disuse. 

Hamilton  had  some  deeply  undem¬ 
ocratic  ideas.  At  the  Constitutional 
Convention  he  recommended  that  the 
president  serve  for  life  on  condition  of 
good  behavior,  appoint  all  the  gover¬ 
nors,  and  have  veto  power  over  state  leg¬ 
islation.  He  wanted  something  like  an 
American  king.  He  was  also  energized  by 
the  thought  of  copying  the  Brits  in  using 
children  in  the  mills,  “many  of  them  of 
a  very  tender  age,”  as  he  put  it.  What’s 
more,  when  he  died  in  1804,  the  U.S. 
was  an  economic  backwater.  Tariffs  for 
infant  industries  made  more  sense  then 
than  now.  The  young  nation  could  go  far 
simply  by  mimicking  (or  stealing)  British 
machine  designs.  “Hamiltonianism  is  for 
a  particular  historical  stage  with  particu¬ 
lar  preconditions,”  DeLong  says. 

For  all  that,  Hamilton’s  economic 
nationalism  has  enduring  appeal- 
tailored,  of  course,  to  a  new  age,  as 
Hamilton  himself  would  have  advo¬ 
cated:  “I  hold  with  Montesquieu  that  a 
government  must  be  fitted  to  a  nation 
as  much  as  a  Coat  to  the  Individual,” 
he  once  wrote.  The  slapdash,  over¬ 
extended  system  the  U.S.  has  now  is 
serving  Americans  poorly.  A  Hamilton 
for  the  21st  century  could  be  just  what 
the  country  needs.  © 
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Democrats  Give  Up  on 
Education  Reform 

Sanders  and  Clinton  avoid  an  issue  at 
the  heart  of  U.S.  global  competitiveness 


Neither  Bernie  Sanders  nor  Hillary  Clinton  is  defending  one  of 
Barack  Obama’s  most  important  legacies:  education  reform. 
Instead  of  taking  on  the  teachers  unions,  as  the  president  did, 
both  candidates  offer  an  agenda  that  amounts  to  spending  more 
and  demanding  less.  It’s  not  a  winning  combination. 

Sanders  beats  the  drum  for  his  plan  to  provide  free  college 
tuition  for  rich  and  poor  alike,  yet  remains  virtually  silent  on 
how  to  improve  failing  elementary,  middle,  and  high  schools. 
His  campaign  website  provides  explanations  of  his  position  on 
more  than  30  issues-but  not  K-12  education. 

When  asked  about  the  issue,  Sanders  frames  it  as  a  choice 
between  tax  breaks  for  the  wealthy  and  money  for  schools.  But 
he  surely  knows  that  the  U.S.  already  spends  more  on  educa¬ 
tion  than  most  other  developed  countries.  If  money  mattered 
most  in  driving  results,  American  students-including  those 
in  poor  communities-would  be  leading  the  world.  Instead, 
they’re  in  the  middle  of  the  pack. 

Clinton  at  least  devotes  more  words  to  the  issue  on  her 
website.  She  calls  for  implementing  a  law  Congress  passed 
last  year,  the  Every  Student  Succeeds  Act,  which  gave  states 
more  leeway  in  setting  (and  lowering)  standards,  investing 
in  teacher  training,  and  helping  students  with  disabilities.  In 
debates,  she’s  hardly  gotten  more  specific,  calling  for  an  “edu¬ 
cation  SWAT  team”  to  rescue  failing  schools. 

During  the  2008  campaign,  Obama  stuck  out  his  neck  to 
support  merit  pay  for  teachers.  As  president,  he-and  his  edu¬ 
cation  secretary,  Arne  Duncan-created  a  program,  Race  to  the 
Top,  that  gave  states  incentives  to  expand  charter  schools  and 
hold  teachers,  principals,  and  schools  accountable  for  their 
performance.  It  was  the  most  ambitious  education  agenda  of 
any  president  in  history,  and  union  leaders  hated  most  of  it. 
In  2014  they  even  called  for  Duncan’s  resignation. 

But  the  focus  on  accountability  got  swallowed  up  by  middle- 
class  resistance  to  testing  and  higher  standards,  and  eventually 


To  read  Leonid 
Bershidsky  on  hacking 
at  Swift  and  Barry 
Ritholtz  on  spending 
and  household 
wealth,  go  to _ 

Bloombergview.com 


they  retreated.  The  Every  Student  Succeeds  Act,  which  Obama 
signed  into  law,  will  make  it  difficult  for  future  presidents  to 
create  state-based  incentive  programs,  and  it  will  allow  states 
that  lower  their  standards  to  escape  federal  consequences. 

Republicans,  too,  have  backed  off  from  their  commitment 
to  accountability,  albeit  for  different  reasons.  George  W.  Bush’s 
No  Child  Left  Behind  Act,  however  flawed,  established  the  prin¬ 
ciple  that  the  federal  government  has  a  central  role  to  play  in 
holding  states  responsible  for  student  achievement.  Donald 
Trump,  Ted  Cruz,  and  John  Kasich  have  rejected  that  idea. 

The  past  two  decades  have  produced  some  encouraging 
gains  in  student  performance.  Teachers  are  vital  to  this  prog¬ 
ress.  But  they  aren’t  the  only  constituency,  or  even  the  most 
important  one,  whose  interests  candidates  should  consider. 


Dear  Europe,  Google 
Isn’t  the  Enemy 

The  antitrust  suit  against  the  Silicon  Valley 
behemoth  is  wrongheaded 


Europe’s  latest  fight  against  Google  will  surely  be  long,  messy, 
and  kind  to  lawyers.  But  it  seems  unlikely  to  do  much  for  com¬ 
petition,  innovation,  or  the  consumers  who  benefit  from  both. 

In  an  antitrust  case  brought  on  April  20,  the  European 
Commission  alleges  that  Google  uses  its  Android  operating 
system  to  unfairly  privilege  its  own  products  on  mobile  phones. 
The  suit,  which  could  result  in  a  fine  of  more  than  $7  billion, 
joins  a  pending  case  filed  almost  six  years  ago  about  Google’s 
dominance  of  the  search  engine  market. 

Google’s  strategy  is  straightforward:  It  licenses  its  Android 
software  to  phone  makers  for  free.  In  return,  those  companies 
agree  to  load  Google  apps  onto  their  devices.  The  mobile  phone 
makers  are  free  to  choose  not  to,  but  then  their  users  won’t 
have  access  to  popular  Google  services,  such  as  the  Play  store. 

By  and  large,  this  arrangement  works  pretty  well  for  Google, 
phone  makers,  and  consumers.  By  one  conventional  measure, 
it’s  satisfying  all  around:  Android  now  powers  some  three- 
quarters  of  European  smartphones. 

The  main  antitrust  complaint  is  that  this  setup  induces  con¬ 
sumers  to  favor  Google  apps  at  the  expense  of  potential  com¬ 
petitors.  As  one  regulator  put  it,  Google  should  instead  be 
letting  users  “decide  for  themselves  which  apps  to  load.”  This 
would  be  more  persuasive  if  customers  weren’t  already  decid¬ 
ing  for  themselves  which  apps  to  load,  and  if  it  weren’t  so  easy 
to  find  competing  products  on  Android  devices.  (Remember: 
Google  gives  this  technology  away  for  free.) 

The  suit  reflects  a  basic  difference  between  European  and 
American  views  of  antitrust  law.  In  the  U.S.,  the  purpose  is  to 
protect  consumers;  in  the  EU,  it’s  to  protect  competitors.  Even 
under  this  theory,  the  EU’s  lawsuit  is  a  reach.  Google’s  free  ser¬ 
vices  power  startups  in  Europe  and  around  the  world.  Its  eclec¬ 
tic  research  will  surely  benefit  competitors  yet  unfounded.  © 
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►  A  new  reactor  design  poses  risks  on  both  sides  of  the  English  Channel 


►  Even  those  in  the  nuclear  industry  say,  “We  must  come  up  with  a  plan  B” 


As  Britain  races  to  replace  its  aging 
nuclear  reactors  and  coal  generators, 
it’s  hoping  to  team  up  with  France  to 
build  the  most  expensive  power  plant 
in  history-a  massive  atomic  facility 
with  two  reactors  at  Hinkley  Point  on 
England’s  southwestern  coast.  It  could 
provide  7  percent  of  the  country’s  elec¬ 
tricity  by  2025.  But  the  design,  intended 
to  showcase  the  latest  French  reactor 
technology,  poses  engineering  and 
financial  problems  that  could  create  a 
costly  morass  for  both  countries. 

State  utility  Electricite  de  France 
(EDF)  is  expected  to  build  the  plant 
and  finance  two-thirds  of  the  estimated 
£18  billion  ($26.2  billion)  cost.  That  price 
tag  assumes  the  Evolutionary  Power 
Reactor  (EPR),  the  next-generation 
model  planned  for  Hinkley  Point,  will 
be  delivered  on  time  and  on  budget.  But 
that  hasn’t  been  the  case  in  France  and 


Finland,  where  EPRs  under  construc¬ 
tion  have  run  into  multiyear  delays  and 
billions  in  cost  overruns. 

Plans  for  Hinkley  Point  are  creating 
turmoil  within  EDF,  which  also  needs 
to  spend  €50  billion  ($56.5  billion) 
to  renovate  its  network  of  French 
nuclear  reactors  by  2025.  In  March, 
EDF’s  chief  financial  officer  quit  rather 
than  continue  with  the  U.K.  project. 
Ratings  agencies  have  warned  of  a  pos¬ 
sible  credit  downgrade,  and  employee 
unions  are  threatening  to  strike. 
Private  investors,  who  own  15  percent 
of  EDF  shares,  are  spooked:  The  stock 
is  down  50  percent  over  the  past  year. 
On  April  22,  EDF  said  it  plans  to  sell 
€4  billion  in  new  shares  to  raise  cash. 
News  of  the  plan  caused  shares  to 
drop  even  further. 

Construction  problems  on  EPRs  in 
Finland  and  France  led  to  billions  of 


euros  in  losses  at  Areva,  the  French 
state-controlled  nuclear  group  that 
designed  and  is  helping  to  build  the 
reactors.  To  rescue  Areva,  the  gov¬ 
ernment  broke  up  the  company  last 
year  and  is  selling  its  reactor  business 
to  EDF.  French  officials  had  expected 
to  have  a  financing  plan  in  place  for 
Hinkley  Point  by  May  but  have  pushed 
it  back  to  September,  Economy 
Minister  Emmanuel  Macron  told  the 
newspaper  Journal  du  Dimanche  on 
April  24.  China  has  pledged  £6  billion 
in  financing  in  exchange  for  a  one-third 
stake  in  the  plant. 

If  EDF  can  deliver  the  Hinkley  site’s 
two  reactors,  the  payoff  would  be  rich. 
In  2012,  Britain  agreed  to  pay  at  least 
£92.50  per  megawatt-hour  for  35  years 
for  the  power  they  would  generate. 

At  the  time,  the  rate  was  more  than 
twice  the  average  wholesale  cost  of 


electricity;  today  it’s  more  than  three 
times  the  average,  as  cheaper  oil  and 
gas  and  tumbling  renewable  energy 
prices  have  pushed  down  electricity 
rates.  The  project  could  lock  British 
consumers  into  some  of  the  highest 
power  prices  in  the  world  for  decades. 

The  British  government  says  Hinkley 
Point  is  essential  to  its  goal  of  closing 
all  coal-fired  electric  plants  and  retiring 
eight  of  the  country’s  15  nuclear  reac¬ 
tors  by  2025.  Wind  and  solar  genera¬ 
tion  can’t  guarantee  reliable  supply  in 
all  weather  conditions.  “Hinkley  can 
provide  clean,  affordable,  and  secure 
energy  that  families  and  businesses 
can  rely  on  now  and  in  the  future,” 
says  a  spokeswoman  for  the  U.K.’s 
Department  of  Energy  and  Climate 
Change,  who  declined  to  be  identified 
in  keeping  with  government  policy. 

Still,  critics  question  whether 


the  EPR,  an  ultrapowerful,  super- 
reinforced  reactor  containing  about 
twice  as  much  concrete  as  existing 
models,  is  the  right  choice  for  either 
Britain  or  France.  “It  has  turned  out 
to  be  extremely  difficult  to  build,”  says 
Simon  Taylor,  a  professor  at  Cambridge 
University’s  Judge  Business  School 
who  specializes  in  energy  finance. 

“The  industry  trend  is  toward  smaller, 
more  flexible  designs.”  Westinghouse 
Electric  and  GE  Hitachi  Nuclear 
Energy  are  marketing  smaller  reactors, 
as  are  manufacturers  from  South  Korea 
and  Russia.  Even  in  France,  Taylor  says, 
“there  are  voices  in  the  nuclear  indus¬ 
try  saying,  ‘We  must  come  up  with  a 
plan  B.’  ”  Public  support  for  the  project 
in  Britain  has  fallen  to  33  percent,  down 
from  57  percent  in  2013,  according 
to  a  YouGov  poll  released  on  April  26 
commissioned  by  New  Nuclear  Watch 


Europe,  a  pro-nuclear  group. 

Britain  can  offset  the  closure  of  old 
nuclear  and  coal  plants  and  put  off 
the  need  for  new  reactors  for  another 
decade  by  increasing  its  investment 
in  renewable  energy,  says  Deepa 
Venkateswaran,  a  utility  analyst  at 
Sanford  C.  Bernstein  in  London.  New, 
less  expensive  technologies  might  be 
developed  to  store  energy  from  wind 
and  solar,  helping  to  ensure  reliable 
supply.  Building  Hinkley  Point  now, 
she  says,  “is  not  make-or-break.” 

In  the  end,  politics  could  trump 
finance  and  technology.  France  wants 
to  protect  thousands  of  well-paying 
jobs  in  its  nuclear  industry.  And  British 
Prime  Minister  David  Cameron,  who  in 
March  joined  French  President  Francois 
Hollande  in  reaffirming  support  for 
Hinkley  Point,  is  keen  for  a  project  that 
would  create  jobs  in  an  economically  ► 
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Polished 

amber 


◄  depressed  region.  “The  decision¬ 
makers  on  both  sides  are  totally 
underestimating”  the  risks,  says  Mycle 
Schneider,  an  independent  nuclear 
analyst  in  Paris.  “But  the  farther  they 
go  on,  the  more  difficult  it  is  to  pull 
out.”  — Carol  Matlack,  with  Francois  de 
Beaupuy  and  Rachel  Morison 

The  bottom  line  British  consumers  could  be 
locked  into  some  of  the  world’s  highest  electricity 
rates  if  a  French-designed  nuclear  plant  is  built. 


Mining 


In  Ukraine’s  'Klondike,’ 
A  Rush  for  Stolen  Gems 


►  Despite  a  ban  on  mining,  an  illegal 
trade  in  amber  is  flourishing 

►  “Here  I  can  make  in  one  day  what 
I  was  earning  in  a  month” 

Just  outside  the  western  Ukrainian 
village  of  Kukhitska  Volya,  the  dense 
forest  turns  into  a  moonscape  of  mud- 
filled  craters  and  mutilated  trees.  The 
locals  call  the  place  a  “Klondike,”  an 
illegal  mine  where  hundreds  of  men 
and  women  dig  amber-the  fossilized 
resin  of  trees  that  died  40  million  years 
ago-out  of  the  swampy  soil.  Using  gas- 
powered  pumps,  the  miners  inject 


water  10  to  20  feet  into  the  ground,  dis¬ 
lodging  dirt  and  the  occasional  load  of 
honey-hued  gems.  As  word  spreads  of 
the  approach  of  an  unfamiliar  car,  the 
workers  hastily  load  their  equipment 
onto  trucks  and  speed  off.  In  less  than 
five  minutes,  everyone  is  gone. 

The  site  is  one  of  scores  of  Ukrainian 
amber  fields  where  wildcat  pros¬ 
pectors  dig  up  the  stones.  The  State 
Geology  Committee  estimates  the 
country  has  as  much  as  15,000  tons 
of  amber  buried  in  its  western 
forests,  and  with  virtually  no  law 
enforcement-and  what  participants 
say  are  corrupt  local  officials-illegal 
mining  has  supplanted  more  expen¬ 
sive  legal  methods  of  extracting  amber. 
Authorities  say  the  illicit  trade  costs 
Ukraine  hundreds  of  millions  of  dollars 
a  year  in  lost  taxes  as  well  as  untold 
environmental  damage.  “The  land  is 
ruined,”  says  Mykhaylo  Boyarkin,  the 
head  of  the  geology  committee. 
“Nobody  will  want  to  invest  here.” 

Recent  clashes  between  police 
and  the  increasingly  brazen  wild¬ 
catters  have  spurred  President 
Petro  Poroshenko  to  send  special 
troops  to  tackle  the  trade.  But  with 
most  of  the  mines  in  remote  rural  areas 
accessible  only  by  potholed  dirt  paths 
and  watchful  locals  ready  to  sound 
an  alarm  at  the  first  sight  of  strangers, 
there’s  little  the  police  can  do.  “It’s 
almost  impossible  to  catch  them,”  says 


Oksana  Saychyshyna,  a  police  officer 
in  the  region  of  Rivne,  where  many  of 
the  most  destructive  amber  mines  are 
located.  “Even  if  we  find  out  where 
they’re  working,  by  the  time  we  get 
there  they  have  plenty  of  time  to  run 
into  the  woods  and  hide.” 

Locals  see  the  mines  as  the  only 
way  to  make  a  living.  The  prospec¬ 
tors  work  in  teams  of  about  a  half- 
dozen  people  who  operate  a  pump  and 
share  the  booty.  Svitlana,  a  45-year- 
old  former  kindergarten  teacher,  has 
been  working  at  the  Klondike  for  more 
than  a  year.  Bundled  in  khaki  work 
clothes,  she  says  her  monthly  wage  of 
1,200  hryvnia  ($48)  gave  her  no  choice 
but  to  quit  her  day  job.  “Here  I  can 
make  in  one  day  what  I  was  earning 
in  a  month,”  she  says,  skimming  the 
muddy  waters  with  a  net  in  search  of 
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loose  amber  stones.  Although  she’s 
afraid  of  drowning  in  a  mud  hole, 
Svitlana  says  she  won’t  go  back  to  her 
old  job.  “The  state  can’t  take  care  of  us, 
so  we  have  to  take  care  of  ourselves,” 
she  says.  Svitlana,  who  declined  to 
provide  her  family  name,  says  police 
offer  12  hours  of  “protection”-the  right 
not  to  be  harassed  while  they  race  to 
extract  amber-for  $500  per  pump. 

The  police  didn’t  respond  to  requests 
for  comment. 

The  trade  has  taken  off  in  the  past 
three  years  as  exports  to  China  have 
soared,  with  prices  up  roughly  five¬ 
fold,  to  as  much  as  $5,000  per  pound, 
miners  say.  The  buyers  strike  deals  with 
locals  in  their  homes,  says  Ihor,  a  burly 
man  dressed  in  army  fatigues  with  his 
face  covered  by  a  green-knit  balaclava, 
who  helps  organize  the  mine.  “We  have 
all  kinds  coming  here:  from 
Kiev,  from  Poland,  even  from 
China,”  he  says. 

The  illegal  mining  damages 
many  of  the  stones  and 
depresses  prices,  ultimately 
hurting  the  prospectors, 
says  Dmytro  Tiaglii,  direc¬ 
tor  of  Burshtyn  Ukrainy,  the 
state-controlled  amber  pro¬ 
ducer.  Water  extraction  cracks 
the  amber,  reducing  its  value, 
and  miners  typically  recover 
less  than  three-quarters  of 
a  deposit,  he  says.  The  legal 
excavation  method  of  carefully 
removing  layers  and  sifting  the  soil 
with  sieves  can  yield  almost  all  of  the 
stone  in  larger  pieces.  Tiaglii  says  his 
company,  which  polishes  and  finishes 
the  stones  but  isn’t  permitted  to 
mine,  has  had  trouble  finding  enough 
supplies  and  now  even  imports  some 
amber  from  Poland.  With  virtually  no 
legal  mining  in  Ukraine,  his  artisans 
have  left  for  more  lucrative  work, 
either  with  the  illegal  miners  or  across 
the  border  in  Poland. 

Many  prospectors  say  mining  should 
be  legalized  and  that  they  would  pay 
taxes  as  long  as  most  of  the  money 
stayed  in  their  region.  “What  I  want 
is  for  people  to  have  little  businesses 
where  they  can  mine  amber  legally,” 
says  Oleksandr  Vasiliev,  a  former  illegal 
miner  who  serves  on  the  regional 
council  in  Rivne.  In  the  meantime,  the 
miners-and  their  profits-have  started 
to  supplant  the  state.  They  organized 
a  collection  for  wounded  soldiers. 


built  a  playground  in  a  local  park,  and 
funded  the  construction  of  a  church 
whose  gold  and  blue  onion  domes 
shine  proudly  above  a  nearby  village. 
There’s  still  scaffolding  inside,  but 
Father  Roman,  the  young  priest  in  a 
black  robe  who  oversees  the  construc¬ 
tion,  says  he  hopes  to  see  it  finished 
by  the  end  of  the  year-“if  the  boys 
help.”  If,  that  is,  the  amber  miners  chip 
in.  — Ladka  Bauerova  and  Kateryna 
Choursina 

The  bottom  line  Illegal  amber  mining  in  Ukraine  is 
costing  the  state  treasury  hundreds  of  millions  of 
dollars  a  year  in  lost  taxes. 
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Russia  Could  Be 
Headed  for  Deflation 


►  The  economy  stalls  as  incomes 

decline  and  spending  shrinks 

►  “This  will  be  the  case  not  for 

months  but  years” 

Russia’s  longest  recession  in  two 
decades  has  obliterated  consumer 
demand.  Price  growth  has  slowed 
for  a  seventh  month.  Goldman  Sachs 
predicts  Russia’s  annual  inflation,  now 
7.3  percent,  will  slip  below  6  percent 
in  the  third  quarter  and  finish  the  year 
at  4-5  percent.  In  March  of  last  year 
inflation  was  16.9  percent.  It’s  enough 
for  Bank  of  America  to  warn  that  the 
country  faces  a  “sharply  rising”  risk 
of  deflation. 

A  reliable  source  of  growth  for  more 
than  a  decade,  the  Russian  consumer 
is  exhausted  as  the  economy  con¬ 
tracts  for  a  second  year.  After  President 
Vladimir  Putin  came  to  power  in 
2000,  the  poverty  level  fell  until 
2014,  when  oil  prices  collapsed.  Now 
millions  are  sinking  into  poverty  and 
wages  are  rising  minimally.  As  a  result, 
the  breadth  of  goods  being  bought  has 
shrunk.  Food  accounted  for  more  than 
half  of  all  retail  sales  in  February,  the 
highest  proportion  in  more  than  eight 
years,  a  study  found. 

Sberbank  CIB’s  latest  survey  of 
“the  Ivanovs,”  using  a  common  last 
name  to  describe  the  typical  shopper, 
found  a  record  76  percent  of  respon¬ 
dents  describing  themselves  as  ► 
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Deflated  Consumers 

Year-over-year  change 

Q  Russian  wages 
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◄  price-sensitive  and  60  percent  trying 
to  save  on  staples  by  using  promotional 
offers.  “Price  wars  are  now  being  waged 
in  retail,  but  they  aren’t  like  before,” 
says  Alexander  Malis,  head  of  Russia’s 
largest  handset  seller,  Euroset.  Before, 
a  retailer  would  lower  prices  for  a  brief 
period;  now  the  discounts  are  year- 
round.  “This  will  be  the  case  not  for 
months  but  years,  until  the  Russian 
economy  recovers,”  says  Malis. 

Forces  such  as  higher  youth  unem¬ 
ployment  have  added  to  the  erosion  of 
demand.  Households  worried  about  the 
future  are  opting  to  bank  what  they  can 
rather  than  spend,  according  to  Morgan 
Stanley.  Savings  rose  to  14.1  percent  of 
disposable  income  last  year,  up  from 
5.4  percent  in  2008,  according  to  the 
Federal  State  Statistics  Service. 

BofA’s  warning  for  Russia  foresees 
a  “sharp  spike”  to  high  from  minimal 
deflation  risk.  The  Russian  Central  Bank 
disagrees-to  a  point.  At  least  over  the 
short  to  medium  term,  Ksenia  Yudaeva, 
Bank  of  Russia’s  first  deputy  governor, 
sees  no  risk  of  deflation. 

Price  increases  were  once  a  big 
part  of  Russian  life;  in  the  early 
1990s,  inflation  peaked  at  more  than 
2,500  percent.  Consumer  inflation 
now  barely  registers  as  a  problem. 

Just  5  percent  of  respondents  said  it 
was  the  biggest  challenge  facing  the 
country  in  March,  ranking  it  ninth 
behind  issues  ranging  from  health 
care  to  foreign  policy,  according  to  a 
poll  by  the  state-run  Russian  Public 
Opinion  Center. 

The  decrease  in  inflation  growth  and 
the  ruble’s  surprising  strength  should 


have  helped  boost  the  economy  this 
year.  But  it  made  no  difference.  As  low 
oil  prices  hobbled  Russia’s  major  indus¬ 
try,  retail  sales  in  March  dropped  more 
than  forecast  by  economists,  and  unem¬ 
ployment  was  worse  than  the  median 
estimates  compiled  by  Bloomberg. 

Eldar  Vakhitov,  a  London-based 
economist  for  BNP  Paribas,  suggests 
the  downturn  is  a  result  of  more  than 
the  oil  crash.  High  borrowing  costs 
and  repayments  of  large  debts  accu¬ 
mulated  during  the  boom  times  are 
souring  the  outlook  for  households, 
he  says.  “A  consumption  recovery  will 
be  likely  postponed  to  2017.” 

Poor  demographics  add  another 
wrinkle.  The  working-age  population 
has  shrunk  by  5  million  since  its  peak 
in  2006  and  will  continue  to  contract, 
cutting  Russia’s  potential  economic 
growth  to  near  zero  in  2016-17,  accord¬ 
ing  to  BofA  economists  Vladimir 
Osakovskiy  and  Gabriele  Foa.  “The 
steady  reduction  of  the  working-age 
population  in  Russia  is  an  important 
factor  behind  the  current  long-term 
disinflation  trend,”  the  economists 
wrote  on  April  8.  “The  lack  of  labor 
force  and  employment  growth  is  also 
an  integral  part  of  the  general  weak¬ 
ness  of  consumer  demand.”  — Anna 
Andrianova  and  Andrey  Biryukov 

The  bottom  line  Slow  wage  growth,  the  effects 
of  the  oil  bust,  and  a  decline  in  the  working-age 
population  are  pushing  Russia  toward  deflation. 


Markets 


The  Bank  of  Japan 
Buys  Blue  Chips 


►  The  central  bank  props  up  share 
prices  just  as  it  has  with  bonds 


►  “This  is  clearly  distorting  the 
sanity  of  the  stock  market” 

They  may  not  realize  it  yet,  but  many 
of  Japan’s  executives  are  working  for 
a  shareholder  unlike  any  other:  the 
nation’s  central  bank.  Since  2010  the 
Bank  of  Japan  has  made  8.6  trillion 
yen  ($77  billion)  in  exchange-traded 


fund  purchases,  becoming  a  top  10 
shareholder  in  about  90  percent  of  the 
Nikkei  225  stock  average,  according  to 
estimates  compiled  by  Bloomberg  from 
public  data.  (ETFs  are  index  funds  that 
trade  like  stocks.)  The  bank  is  a  major 
owner  of  more  Japanese  blue  chips 
than  BlackRock,  the  world’s  largest 
money  manager,  and  Vanguard  Group, 
the  mutual  fund  giant,  combined. 

To  critics  already  wary  of  the  BOJ’s 
outsize  impact  on  the  Japanese  bond 
market,  its  growing  influence  in  stocks 
risks  distorting  valuations  and  under¬ 
mining  efforts  to  improve  corporate 
governance.  Proponents  say  the  pur¬ 
chases  provide  a  much  needed  boost 
to  investor  confidence.  With  the 
Nikkei  225  down  about  9  percent  this 
year  and  inflation  well  below  offi¬ 
cial  targets,  a  majority  of  analysts  sur¬ 
veyed  by  Bloomberg  predicts  the 
central  bank  will  increase  its  ETF 
buying.  “For  those  who  want  shares  to 
go  up  at  any  cost,  it’s  absolutely  fan¬ 
tastic  that  the  BOJ  is  buying  so  much,” 
says  Shingo  Ide,  chief  equity  strategist 
at  NLI  Research  Institute  in  Tokyo. 
“But  this  is  clearly  distorting  the 
sanity  of  the  stock  market.” 

Under  its  stimulus  plan,  the  BOJ 
buys  about  3  trillion  yen  of  ETFs  every 
year.  Although  policymakers  don’t  dis¬ 
close  how  those  holdings  translate 
into  stakes  of  individual  companies, 
estimates  can  be  gleaned  from  pub¬ 
licly  available  central  bank  records, 
regulatory  filings  by  companies  and 
ETF  managers,  and  statistics  from 
the  industry  group  Investment  Trusts 
Association  of  Japan.  The  BOJ  declined 
to  comment  on  Bloomberg’s  findings. 

The  estimates  reveal  a  presence 
in  Japan’s  top  companies  rivaled  by 
few  other  big  investors,  often  called 
“whales”  in  industry  jargon.  The  BOJ 
effectively  controls  about  9  percent 
of  Fast  Retailing,  the  operator  of 
Uniqlo  stores,  and  almost  5  percent  of 
soy  sauce  maker  Kikkoman.  It  has  an 
estimated  shareholder  rank  of  No.  3  in 
both  Yamaha,  the  maker  of  musical 
instruments,  and  Daiwa  House 
Industry,  Japan’s  top  homebuilder. 

If  the  BOJ  accelerates  its  ETF  pur¬ 
chases  soon  to  an  annual  rate  of 
7  trillion  yen-the  pace  predicted  by 


Goldman  Sachs-the  central  bank 
could  become  the  No.  1  shareholder  in 
about  40  of  the  companies  that  make 
up  the  Nikkei  225  by  the  end  of  2017, 
according  to  Bloomberg  calculations 
that  assume  other  major  stakeholder^ 
keep  their  positions  unchanged. 

The  BOJ’s  ETF  buying  has  come 
under  criticism  from  opposition  law¬ 
makers  for  meddling  in  the  markets, 
but  Governor  Haruhiko  Kuroda  has 
defended  the  program,  saying  recently 
that  the  purchases  aren’t  big  relative 
to  the  size  of  the  stock  market.  As  of 
March  the  BOJ’s  holdings  amounted  to 
about  1.6  percent  of  the  capitalization 
of  all  companies  listed  in  Japan.  That 
compares  with  about  5  percent  held 
by  the  nation’s  Government  Pension 
Investment  Fund. 

State  intervention  in  stock  markets 
has  worked  out  well  for  some  coun¬ 
tries.  The  U.S.  government  spent 
$245  billion  to  prop  up  banks  during 
the  global  financial  crisis  in  2008, 
earning  a  profit.  At  the  height  of  the 
Asian  financial  crisis,  in  August  1998, 
Hong  Kong  bought  HK$ll8  billion 
($15.2  billion)  of  local  shares  to  defend 
its  currency  peg,  helping  to  fuel  a  rally 
that  allowed  it  to  dispose  of  the  entire 
stake  within  five  years. 

Still,  the  longer  the  BOJ’s  buying  per¬ 
sists,  the  bigger  the  risk  that  market 
prices  will  detach  from  fundamentals. 
Assuming  Goldman  Sachs’s  predic¬ 
tion  for  more  stimulus  is  correct,  the 
central  bank  could  end  up  owning  a 
quarter  of  Mitsumi  Electric,  a  sup¬ 
plier  to  Apple,  and  21  percent  of  Fast 
Retailing  by  the  end  of  2017. 

Bulls  have  cheered  the  BOJ’s  efforts 
to  lift  share  prices,  but  the  central 
bank  is  bound  to  reverse  its  inter¬ 
vention  at  some  point,  a 

^  .  7  Not  bad,  but  a 

potential  source  of  msta-  recession  did 

bility  that  Sumitomo  Mitsui  begin  that  month 
Trust  Bank  says  is  increas¬ 
ingly  on  the  minds  of  long-term 
investors.  Says  Ayako  Sera,  a  Tokyo- 
based  market  strategist  at  Sumitomo, 
“The  biggest  question  will  be:  What 
happens  when  the  BOJ  exits?” 

— Yuji  Nakamura ,  Anna  Kitanaka, 
andNao  Sano 

The  bottom  line  The  Japanese  central  bank 
has  turned  into  a  “whale”  on  the  Tokyo  Stock 
Exchange,  but  no  one  knows  for  how  long. 
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Party  Like  It’s  1973 

An  important  economic  indicator  touched  an  historic  milestone  in 
the  week  ended  April  16,  when  initial  jobless  claims— the  number 
of  people  filing  for  unemployment  benefits  for  the  first  time— fell  to 
their  lowest  level  since  the  week  ended  Nov.  24, 1973. 


665k 

3/2009 


233k 

11/1973 


257k 

4/2016 


“Claims  are  probably  the  single  best  indicator  of  the  health  of  the 
economy,”  says  Mike  Englund,  chief  economist  at  Action  Economics. 
Other  measures  suggest  the  labor  market  may  actually  be  in  worse 
shape  than  it  was  back  then. 
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WAGE  FIGURES  FOR  NONSUPERVISORY  AND  PRODUCTION  WORKERS,  INFLATION-ADJUSTED  TO  2016;  UNEMPLOYMENT,  LABOR  FORCE  PARTICIPATION,  AND 
AVERAGE  HOURLY  WAGE  DATA  COMPARE  NOV.  1973  TO  MARCH  2016;  GDP  FIGURES  COMPARE  4Q  1973  TO  IQ  2016.  DATA:  U.S.  DEPARTMENT  OF  LABOR;  BUREAU 
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work,  work,  work.  He  said  me  haffi.  Work,  work,  work,  work,  work,  work! . . .  Work,  work,  work,  work,  work,  work.  He  said  me  haffi.  Work,  work,  work,  work,  work,  work! ...” - Rihanna 
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Detroit  Has 
Valley  Envy 


►  The  rise  of  robot  cars  is  forcing  alliances  with  tech  interlopers 

►  “We  can  wait  to  be  disrupted,  or  ...take  an  active  role  to  disrupt” 


A  traffic  jam  of  Silicon  Valley  companies 
has  a  mission:  to  destroy  Detroit’s  busi¬ 
ness  model  and  take  over  transporta¬ 
tion  with  driverless  cars  and  shared 
mobility  services.  Yet  last  summer. 
General  Motors’  top  brass  ventured 
behind  enemy  lines  to  meet  with  the 
very  forces  trying  to  upend  the  indus¬ 
try.  When  the  15  executives  returned  to 
Detroit,  they  realized  they  needed  to 
defend  their  turf  not  only  by  accelerat¬ 
ing  their  own  mobility  programs-from 
ridesharing  outfits  to  driverless-car 
software-but  also  by  forming  alliances 
with  the  challengers  in  the  Valley. 

By  Thanksgiving,  GM,  which  since 
2000  had  invested  heavily  in  self-driving 
cars  and  rolling  4G  hotspots,  was  in 
a  hurry  to  find  a  partner  to  combine 
its  in-house  technology  with  a  ride- 
hailing  service.  But  Uber  Technologies 
wasn’t  interested  in  aligning  with  old- 
line  manufacturers.  So  GM  struck  an 
agreement  to  invest  $500  million  in 
Lyft  for  a  9  percent  stake  in  the  No.  2 
ride-hailing  business.  GM  President 
Dan  Ammann  now  sits  on  Lyft’s  board. 
A  few  months  later,  GM  dropped 
almost  $1  billion  for  self-driving  soft¬ 
ware  maker  Cruise  Automation,  one 
of  the  richest  deals  ever  in  the  Valley. 
“It’s  more  than  getting  a  window 
view,”  Ammann  says  of  the  investment 
he  contends  is  critical  to  GM’s  future. 
“We  want  to  make  it  clear  that  this  is  a 
significant  strategic  investment.” 

The  rise  of  self-driving  cars  and  the 
sharing  economy  has  Detroit  on  the 
defensive.  The  American  auto  indus¬ 
try,  which  long  prided  itself  on  follow¬ 
ing  its  own  path,  now  realizes  it  must 


partner  with  players  in  Silicon  Valley 
to  remain  relevant  in  a  future  where 
cars  drive  us  and  we  don’t  own  them. 
Fiat  Chrysler  Automobiles  Chief 
Executive  Officer  Sergio  Marchionne 
says  he  wants  to  help  Apple  build  a 
car.  Ford  has  engaged  in  negotiations 
with  Google  that  have  yet  to  yield  a 
deal.  Ford  CEO  Mark  Fields  says  the 
search  giant  and  Apple  could  be  his 
key  rivals  in  the  future.  Beyond  Lyft, 
GM  has  expressed  interest  in  hooking 
up  with  Google.  The  automakers  offer 
their  century-old  expertise  in  mass 
production,  but  they  also  want  a  role 
in  developing  driverless  technology. 

“We  can  wait  to  be  disrupted,  or  we 
can  take  an  active  role  to  disrupt,”  Mark 
Reuss,  GM’s  product  development 
chief,  told  Bloomberg  Businessweek  last 
fall.  “Collaboration  between  General 
Motors  and  Google  is  something  that  I 
am  very  interested  in.” 

Detroit’s  bosses  realize  they  face 
an  existential  threat.  U.S.  auto  sales 
may  drop  40  percent  over  the  next 


25  years  because  of  shared  driverless 
cars,  forcing  GM,  Ford,  and  other  mass 
producers  to  slash  output  to  survive, 
says  Barclays  analyst  Brian  Johnson.  If 
Detroit  doesn’t  get  into  bed  with  the 
disrupters,  well-financed  startups  such 
as  Chinese  electric-vehicle  makers 
Faraday  Future,  NextEV,  and  Atieva 
may  be  happy  to  do  deals  in  the  Valley. 

Automakers  are  trying  to  elbow  their 
way  into  the  burgeoning  business  of 
mobility,  spending  billions  creating 
their  own  robot  rides  and  car-sharing 
outfits.  GM  just  started  a  ridesharing 
service,  Maven,  and  acquired  a  pioneer 
in  that  business.  Sidecar  Technologies  in 
San  Francisco.  Ford  created  a  separate 
unit.  Ford  Smart  Mobility,  to  expand 
its  presence  and  partnerships  in  the 
Valley,  while  also  experimenting  with 
ridesharing  in  London  and  the  U.S. 

BMW  and  Daimler  each  tried  and 
failed  to  cement  a  partnership  with 
Apple,  with  talks  collapsing  over  who 
would  control  the  ventures,  accord¬ 
ing  to  Germany’s  Handelsblatt.  BMW 
has  started  its  own  luxury-car-sharing 
service,  ReachNow,  in  Seattle  and 
is  expanding  it  to  10  North  American 
cities.  After  acquiring  a  trio  of  trans¬ 
portation  startups,  Daimler,  parent  of 
Mercedes-Benz,  has  created  a  mobil¬ 
ity  software  and  services  unit  named 
Moovel  Group.  Daimler  also  has  a  car¬ 
sharing  service,  Car2go. 

Marchionne,  who’s  tried  unsuccess¬ 
fully  to  merge  Fiat  Chrysler  with  a  larger 
automaker,  contends  he  could  convince 
Apple  of  the  merits  of  utilizing  his  com¬ 
pany’s  automotive  expertise.  “Apple 
has  a  language,  and  you  have  to  be  able 
to  speak  that  language,”  he  said  in  ► 


Companies/Industries 


◄  March.  “Usually  the  industry 
comes  into  that  dialogue  with  a 
high  degree  of  arrogance,  as  we 
know  how  to  make  cars.  That’s 
not  very  helpful,  as  their  syntax 
is  worth  more  than  our  ability 
to  build  cars.” 

Detroit  recognizes  it  can’t 
keep  up  with  the  pace  of  change 
on  its  own.  “This  is  a  defin¬ 
ing  moment  for  the  automotive 
industry,”  says  Thilo  Koslowski, 
a  former  vice  president  for 
the  automotive  practice  at 
Gartner  who’s  now  at  Porsche. 
“Mechanical  engineering  excel¬ 
lence  is  not  sufficient  anymore 
to  succeed  in  the  future.  They 
have  to  think  about  how  a  car 
becomes  a  node  in  consumers’ 
digital  lifestyles.” 

For  now,  the  quickest  way 
into  that  digital  future  is 
through  alliances  with  Valley 
interlopers.  Google’s  self¬ 
driving  cars  have  racked  up 
1.4  million  miles  of  testing  on 
public  roads,  more  than  anyone 
else.  Uber  and  Lyft  are  already 
eclipsing  taxis  in  some  markets. 

Apple  isn’t  revealing  its  inten¬ 
tions  but  has  been  on  a  hiring 
spree  to  snap  up  automotive  experts- 
fueling  speculation  that  it  wants  to 
redefine  human  mobility  just  as  it 
changed  the  game  in  music  and  mobile 
phones.  Pairing  with  these  tech  giants 
would  mean  sharing  secrets  with  the 
forces  trying  to  blow  up  the  traditional 
transportation  business  model. 

But  no  single  company  can  cover 
the  cost  of  reinventing  the  automo¬ 
bile  and  mass-producing  it.  It  will  be 
a  multibillion-dollar  proposition  as 
the  market  for  autonomous  technol¬ 
ogy  grows  to  an  estimated  $42  billion 
annually  by  2025  and  self-driving  cars 
account  for  a  quarter  of  global  auto 
sales  by  2035,  according  to  Boston 
Consulting  Group.  Google  has  admit¬ 
ted  it  can’t  build  cars  on  a  mass  scale 
on  its  own  and  is  putting  a  priority 
on  finding  an  automotive  partner  this 
year,  analysts  say.  It  also  has  lessons 
to  learn  from  Detroit’s  distribution 
system  and  marketing  methods. 

“We’re  going  to  need  a  lot  of  help,” 
John  Krafcik,  the  former  Hyundai 
Motor  and  Ford  executive  now  running 
Google’s  self-driving  car  program,  told 
auto  industry  leaders  in  January.  “In 
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the  next  stages  of  our  project, 
we’re  going  to  be  partnering 
more  and  more  for  sure.” 

Any  marriage  of  convenience 
between  Detroit  and 
Silicon  Valley  companies  ifc 
likely  to  come  with  plenty  o 
conditions.  The  greatest  rj 
to  car  builders  is  that  thet 
simply  become  the  manufactur¬ 
ing  brawn  to  the  Valleys  soft¬ 
ware  brain.  That  would  relegate 
automakers  to  jpnfor  partners 
uilding^thouquivalent  of 
the  cell  phone  handset  while 
the  tech  guys  imbue  autono¬ 
mous  cars  of  the  future  with 
all  that  makes  them  special- 
and  collect  the  lucrative  data 
they’ll  generate.  It  would  be 
as  if  mighty  GM  or  Ford  were 
reduced  to  an  automotive 
version  of  Foxconn  Technology, 
the  Taiwanese  contract  man¬ 
ufacturer  that  assembles  the 
iPhone  according  to  Apple’s 
very  precise  specifications. 

“If  automakers  play  their 
cards  right,  they  can  become 
more  integrated  with  Google 
in  building  and  harnessing  the 
brains  of  the  operation,”  says 
Mark  Boyadjis,  an  analyst  at  consultant 
IHS  Automotive.  “But  if  history  serves 
us  correctly,  Google  is  going  to  want 
to  control  almost  every  aspect.” 

— Keith  Naughton  and  David  Welch 


The  bottom  line  Barclays  says  U.S.  auto  sales 
could  fall  40  percent  within  25  years.  Detroit  is 
looking  to  tech  partnerships  to  stay  relevant. 


Labor 

At  T-Mobile,  It’s 
Union  vs.  Sort-of-Union 

►  Labor  challenges  the  telecom’s 
creation  of  its  own  worker  group 

►  “They’re  funding  this  sham  union, 
and  it  is... absolutely  illegal” 

For  more  than  a  decade,  the 
Communications  Workers  of 
America  has  been  trying  to  union¬ 
ize  T-Mobile,  the  U.S.  subsidiary  of 
German  giant  Deutsche  Telekom, 
which  is  now  the  third-largest  U.S. 


wireless  carrier.  The  campaign  has 
so  far  won  only  two  union  contracts, 
covering  about  30  of  T-Mobile’s 
roughly  45,000  employees.  Now 
CWA  is  alleging  to  the  National  Labor 
Relations  Board  (NLRB)  that  T-Mobile 
has  adopted  an  anti-union  tactic  that’s 
been  illegal  since  1935:  creating  a 
company-controlled  union  to  drain 
support  for  an  independent  one. 

“It’s  a  little  bit  flattering,”  says  CWA 
organizer  Josh  Coleman,  a  former 
employee.  “We  have  momentum;  the 
company’s  trying  to  stop  it  by  copying 
our  union.” 

CWA  says  that  in  June  2015,  Brian 
Brueckman,  a  T-Mobile  senior  vice 
president,  sent  employees  an  e-mail 
announcing  “another  big  step  to  ensure 
your  voice  is  heard”  by  management- 
the  nationwide  rollout  of  a  group  called 
T- Voice,  composed  of  employee  “rep¬ 
resentatives”  from  each  call  center, 
lonths  by  the 
company.  “T- Voice 
is  your  voice,” 
Brueckman  wrote 
in  his  e-mail,  the 
first  of  several  mes¬ 
sages  to  employees 
that  CWA  contends 
contradict  federal 
labor  rules. 

T-Mobile  didn’t 
respond  to  inter¬ 
view  requests 
for  this  story.  But  in  an  e-mail  last 
December,  a  company  manager  in 
Missouri  described  T- Voice  as  “a 
direct  line  for  Frontline  feedback 
to  senior  leadership”  and  said  that 
T- Voice  representatives  would  be 
bringing  “pain  points”  from  workers 
to  management  and  “tracking  and 
communicating  resolution  back  to 
the  team.”  T-Mobile  also  has  cited 
T- Voice’s  input  in  e-mails  to  workers 
announcing  perks  such  as  spa  days  for 
longtime  employees,  free  Wi-Fi,  and 
cell  phone  charging  stations. 

“They’re  funding  this  sham  union, 
and  it  is  totally  and  absolutely  illegal, 
and  it  is  totally  and  absolutely  non¬ 
sense,”  says  CWA  President  Chris 
Shelton.  “If  they  want  to  know  what  the 
problems  are  at  T-Mobile,  they  could 
meet  with  folks  who  are  elected  by  the 
people  of  T-Mobile  and  not  by  the  CEO.” 

CWA  alleges  that  in  anti-union  meet¬ 
ings  employees  are  required  to  attend, 
managers  are  citing  the  existence 
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Workplace  audits 

Apple  did  646  in  2015 
to  verify  hours  for  more 
than  1.6  million  workers 


Maximum  schedule 

60  hours  a  week,  or  six 
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Manufacturing  Not  Sweating  the  iPhones 

Taiwanese  manufacturer  Pegatron,  which  makes  iPhones  for  Apple  in  China,  has  faced  years  of 
accusations  that  its  employees  put  in  grueling  hours.  Its  vast  factory  outside  Shanghai  now  tracks 
workers  via  face  scanners,  and  it  swipes  badges  to  assure  no  one  logs  excessive  overtime.  — Shai  Oster 


of  T- Voice  as  a  reason  workers  don’t 
need  a  union.  “I  find  it  insulting,” 
says  CWA  supporter  Angela  Melvin, 
a  customer  service  representative  in 
Wichita.  “Because  again  it’s  T-Mobile 
telling  you  what’s  best  for  you.” 

In  complaints  filed  last  year,  NLRB 
lawyers  alleged  that  T-Mobile  vio¬ 
lated  federal  labor  laws  by  stopping 
employees  in  Albuquerque  from  dis¬ 
cussing  the  union  at  work;  by  firing  a 
worker  in  Bothell,  Wash.,  for  report¬ 
ing  safety  concerns;  and  by  prohib¬ 
iting  employees  in  Oakland,  Maine, 
from  discussing  internal  misconduct 
investigations.  In  March  2015  an  NLRB 
judge  ruled  that  11  T-Mobile  rules  chal¬ 
lenged  earlier  by  CWA-including 
restrictions  on  workers  communicat¬ 
ing  with  each  other  and  with  report¬ 
ers  about  workplace  issues-violated 
federal  law.  “This  is  simply  a  ruling 
about  a  technical  issue  in  the  law  that 
relates  to  policies  that  are  common 
to  companies  across  the  country,” 
T-Mobile  said  in  a  2015  statement. 

The  CWA  charge,  filed  in  February 
and  under  investigation  by  the  NLRB, 
says  T- Voice  is  an  illegal  “company- 
dominated”  labor  organization. 


something  Congress  banned  during 
the  New  Deal  era.  Back  then  busi¬ 
nesses  facing  unionization  efforts  fre¬ 
quently  responded  by  setting  up  their 
own  pseudo-unions  to  sap  support. 
“The  idea  was  to  take  the  wind  out  of 
the  sails  of  employees  who  wanted  a 
free  union:  ‘Here,  we’ve  got  a  system 
of  representation  for  you,”’  says 
William  Gould  IV,  a  Stanford  law  pro¬ 
fessor  emeritus  and  chairman  of  the 
NLRB  under  President  Clinton.  In 
the  decades  since,  “company  union” 
cases  have  become  rare. 

Some  business  groups  have  called 
for  Congress  to  loosen  the  prohibi¬ 
tion  so  it  doesn’t  prevent  good-faith 
efforts  by  management  to  get  input 
from  employees.  “We  don’t  want  to 
have  a  situation  where  employees 
and  employer  aren’t  talking  to  each 
other,”  says  attorney  Marshall  Babson, 
a  former  NLRB  member  who  now  rep¬ 
resents  employers.  “Successful  busi¬ 
nesses  that  are  communicating  with 
their  employees  on  a  regular  basis  feel 
that  in  some  senses  they  are  walking 
on  a  tightrope  on  this.” 

But  CWA  counters  that  T-Mobile’s 
gambit  shows  why  the  ban  should 


stay  in  place.  “This  is  the  equivalent 
of  allowing  Mexico  to  choose  the 
U.S.  trade  representative,”  says  Jody 
Calemine,  CWA’s  general  counsel.  “I 
think  it’s  common  sense  that  that  is  a 
conflict  of  interest.”  — Josh  Eidelson 

The  bottom  line  The  Communications  Workers 
of  America  says  T-Mobile  has  formed  a  company- 
controlled  labor  union,  a  type  outlawed  in  the  1930s. 


Advertising 


Lawyers  Attack 
Rivals  in  TV  Spots 


►  Increased  competition  leads  to 
more— and  nastier— ads 


►  “They’re  just  trolling  for  clients; 
we’re  in  your  community” 

When  trial  lawyer  Geoffrey  Fieger 
takes  to  the  airwaves  in  Detroit, 
he  doesn’t  just  tout  his  courtroom 
prowess,  he  also  chides  his  compe¬ 
tition.  “Every  day,  people  are  forced 
to  settle  for  less  than  they  need  or  ► 
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Ad  Nauseam 

Spending  on  television  advertising  for  legal 
services  has  risen  sharply,  as  trial  lawyers 
compete  for  new  clients. 


Ad  spending  by  legal 
services  firms 

$850m 


$750m 


Cities  where  the  most 
was  spent  in  2015 


$650m 


2011 
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Los  Angeles 


New  York 


Orlando 
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Chicago 
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national  firm.  They’re  just  trolling  for 
clients;  we’re  in  your  community,”’ 
says  Geoffrey  Pereira,  who  monitors 
legal  ads  for  Kantar. 

In  2009,  TV  stations  switched  to 
|  digital  broadcasts,  creat¬ 
ing  additional  channels 
that  increased  the  amount 
of  airtime  available  for  ads- 
and  at  low  prices,  says  Bill  Day,  a 


$32m 


$29m 


$26m 


$25m 


Detroit 


$22m 


Houston 


$19m 


Tampa 


$18m 


DATA:  KANTAR  MEDIA 


◄  deserve.  Why?  Because  their  lawyer 
doesn’t  really  try  cases;  they  only 
advertise  on  TV.”  Another  Fieger  ad 
shows  darkened  silhouettes  labeled 
with  the  names  of  competitors  as  a 
deep  voice  asks,  “You  think  you  know 
them,  or  do  you?” 

TV  viewers  get  their  share  of  flashy 
trial  lawyer  ads.  But  lately,  there  have 
been  a  lot  more,  and  they’re  getting 
nasty.  Ads  for  firms  such  as  Fieger’s 
highlight  a  more  recent  trend:  lawyers 
directly  attacking  their  competitors,  in 
a  style  similar  to  political  ads.  Money 
spent  on  such  advertising  by  law  firms 
could  rise  300  percent  this  year  from 
last  year,  says  Kantar  Media’s  Campaign 
Media  Analysis  Group  (CMAG),  which 
tracks  TV  advertising  in  210  markets. 

The  rise  of  such  ads  is  tied  to  a  slow¬ 
down  in  legal  services  and  increasing 
competition  among  plaintiffs’  firms, 
big  and  small.  Many  national  legal 
practices,  which  have  seen  revenue 
growth  slow  since  2008,  are  going  after 
potential  clients  they  previously  left  to 
small,  local  law  firms.  The  competition 
is  so  fierce  in  Detroit,  for  example,  that 
the  share  of  TV  ads  run  by  legal  ser¬ 
vices  firms  has  increased  181  percent 
since  2006,  says  CMAG. 

Fieger’s  firm-known  for  represent¬ 
ing  Jack  “Dr.  Death”  Kevorkian  and 
plaintiffs  in  high-profile  class-action 
lawsuits-has  felt  pressure  to  differ¬ 
entiate  itself  from  competitors  who 
aggressively  go  after  as  many  fee¬ 
generating  cases  as  possible  and  try  to 
settle  quickly,  says  Alan  Sussman,  who 
created  the  ads.  The  firm  may  wind 
up  spending  $4  million  on  advertising 
in  2016,  up  from  $1  million  a  decade 
ago,  he  says.  Fieger  and  others  “have 
to  sort  of  delegitimize  [the  competi¬ 
tion]  by  saying,  These  guys  are  just  a 


vice  president  at  Frank  N.  Magid 
Associates,  TV-business  consul¬ 
tants.  That’s  made  it  easier,  espe¬ 
cially  for  smaller  firms,  to  buy  TV 
ads  to  push  back  against  encroach¬ 
ing  competitors.  Bigger  practices  have 
had  to  increase  their  efforts  to  get 
attention,  too. 

Donna  Lane  has  been  working 
in  law-firm  marketing  since 
2007,  for  West  Palm  Beach, 

Fla.,  personal  injury  law  firm 
Searcy  Denney  Scarola  Barnhart 
&  Shipley.  “The  law-firm  cate¬ 
gory  here  is  just  so  cluttered,”  she 
says.  “They’re  all  saying  the  same 
thing.”  Lane,  trying  to  stand  out, 
recently  helped  produce  an  ad  that 
takes  a  different  tack.  No  voices,  just 
words  flashing  across  the  screen: 

“We  get  it.  There  are  a  lot  of  lawyer 
ads  on  TV.  Seems  all  you  hear  are 
lawyers  talking.  So  this  30  seconds  of 
silence  is  brought  to  you  by  Searcy 
Denney  Scarola  Barnhart  &  Shipley.” 
— Tim  Higgins 

The  bottom  line  Competition  for  clients  is 
pushing  up  lawyer  ad  spending,  which  jumped  to 
$823  million  in  2015. 


Luxury 

An  East  German 
Challenge  to  the  Swiss 

►  Glashutte’s  watchmakers  prosper 
as  Switzerland  retrenches 

►  “We’re  a  very  well-kept  secret, 
almost  like  stealth  wealth” 

The  eastern  German  village  of  Glashutte 
doesn’t  look  like  much:  just  a  handful 
of  streets  stretching  up  and  down  a 
narrow  valley  from  a  bare  station  plat¬ 
form,  where  trains  depart  once  an  hour 
for  the  45-minute  trip  to  Dresden.  Look 
more  closely,  though,  and  you’ll  find 


that  the  town  of  7,000  is  home  to  the 
greatest  concentration  of  world-class 
watchmakers  outside  Switzerland-with 
a  business  that’s  growing  even  as  Swiss 
producers  retrench.  The  town  pro¬ 
duced  more  than  32,000  watches  last 
year,  with  a  total  retail  value  of  at  least 
€500  million  ($565  million),  according 
to  analyst  estimates. 

These  aren’t  Timexes.  Glashutte’s 
10  watchmakers  tend  toward  the  high 
end,  and  the  prici- 
:  local  producer, 

A.  Lange  &  Sohne, 
has  built  a  rep¬ 
utation  that 
compares 
favorably 
with  those  of 
giants  Patek 
Philippe  and 
Audemars 
Piguet.  Some 
of  its  watches 
top  €1.9  million, 
and  the  brand 
carries  an  average 
price  of  roughly 
€50,000.  “Our 
customers  like 
that  not  every¬ 
one  knows  what 
they  have  around 
their  wrist,”  says 
Wilhelm  Schmid, 
chief  executive  officer  of  Lange,  whose 
products  have  been  spotted  on  the 
arms  of  Brad  Pitt  and  Clint  Eastwood. 
“We’re  a  very  well-kept  secret,  almost 
like  stealth  wealth.” 

The  German  industry,  though  far 
smaller  than  Switzerland’s,  is  less 
dependent  on  sales  to  China,  where 
the  watch  business  has  been  ham¬ 
mered  by  an  anticorruption  effort 
that  has  reduced  gift-giving.  And  with 
most  expenses  in  euros,  producers 
have  been  able  to  keep  costs  in  check, 
unlike  Swiss  rivals  that  have  to  deal 
with  the  rising  franc.  Switzerland’s 
Richemont  said  in  February  it  may 
cut  as  many  as  350  jobs  in  the  country, 
but  the  two  main  brands  in  Glashutte 
say  they’re  hiring.  German  watch 
exports  last  year  jumped  14  percent  as 
Switzerland’s  fell  3-3  percent,  govern¬ 
ment  data  show. 

Still,  the  Germans  may  soon  face 
the  problems  that  have  hit  the  Swiss, 
cautions  Rene  Weber,  an  analyst  at 
Bank  Vontobel  in  Zurich.  Europe’s 


A.  Lange  &  Sohne 
Zeitwerk  Minute 
Repeater,  $498,000 

It  can  strike  different 
tones  hourly  and  at  10- 
and  1-minute  intervals. 
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terrorism-sparked  tourism  slump  will 
likely  eat  into  sales,  Weber  says,  and 
“the  luxury  watchmakers  in  Glashiitte 
will  also  feel  the  downturn  in  Asia.” 

Despite  the  differing  fortunes, 
Glashiitte  owes  much  of  its  prosperity 
to  the  Swiss.  In  2000,  Richemont 
bought  Lange,  and  Swatch  Group 
acquired  Glashiitte  Original  and  Union 
Glashiitte.  Lange  has  sent  employees 
to  the  Swiss  town  of  Schaffhausen, 
home  to  sister  brand  IWC,  for  training. 
And  some  Glashiitte  producers  import 
hands  and  dials  from  Swiss  suppliers. 

Lange  was  the  town’s  first  watch¬ 
maker,  founded  in  1845  by  Ferdinand 
Adolf  Lange,  a  Dresden  native  who 
studied  the  trade  in  Switzerland  and 
Paris.  By  the  turn  of  the  20th  century, 
Glashiitte  counted  as  many  as  20  com¬ 
panies  that  manufactured  watches, 
marine  chronometers,  and  grandfather 
clocks.  After  World  War  II  the  town’s 
half-dozen  remaining  watch  companies 
were  expropriated  by  East  Germany’s 
communist  government  and  merged 
into  a  state-owned  kombinat,  which 
continued  to  manufacture  mechanical 
watches  and  chronometers. 

To  avoid  being  sent  by  the  Soviet 
occupiers  to  work  in  a  uranium  mine, 
Lange’s  great-grandson  Walter  fled 
Glashiitte  for  the  West  in  1948,  and 
the  family’s  brand 
was  mothballed  for 
four  decades.  In  1990, 

Walter  returned  to 
his  ancestral  home 
with  Giinter  Bliimlein, 
chairman  of  IWC  and 
Swiss  watchmaker 
Jaeger-LeCoultre,  and 
together  they  revived  the  Lange  & 
Sohne  name.  The  local  industry  today 
employs  almost  2,000  people. 

“Unlike  Switzerland,  which  has 
been  allowed  to  work  in  peace,  we’ve 
had  wars,  economic  crises,  bankrupt¬ 
cies,”  says  Yann  Gamard,  president 
of  Glashiitte  Original.  “Everything 
was  taken  away  from  us  by  the 
Soviets  after  World  War  II.  But  the 
people  remained,  and  so  did  their 
know-how.”  — Corinne  Gretler 

The  bottom  line  The  eastern  German  town 
of  Glashiitte  has  become  the  biggest  luxury 
watchmaking  center  outside  Switzerland. 


Briefs 


By  Kyle  Stock 


Sour  Apple 


The  median  monthly 
salary  this  summer 
for  engineering- 
focused  interns  at 
a  group  of  Silicon 
Valley’s  largest  tech 
companies,  including 
Facebook,  Snapchat, 
and  Uber. 


Comcast,  the  nation’s 
No.1  cable  operator, 
had  its  biggest  first- 
quarter  boost  in  video 
customers  in  nine 
years.  But  the  growth 
rate  trails  that  of  new 
broadband  customers. 
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•  Apple  posted  its  first  quarterly  sales  decline 
in  13  years,  as  demand  for  its  iPhone  waned 
and  its  new  watch  failed  to  fill  the  void.  The 
tech  giant  sold  51.2  million  phones  in  the  three 
months  ended  March  26,  down  from  61.2  mil¬ 
lion  in  the  year-earlier  period;  profit  slipped  from 
$13.6  billion  to  $10.5  billion.  Goldman 

Sachs,  long  practiced  at  selling  IPOs  to  CEOs 
and  the  rich,  began  offering  savings  accounts  to  the  masses. 
After  buying  $16  billion  in  retail  deposits  from  GE  Capital,  the 
investment  bank  offered  1.05  percent  interest  on  new  online 
accounts  with  its  GS  Bank  USA.  Such  liquid  assets  will  help 
Goldman  meet  capital  requirements.  •  The  craft  beer  rev¬ 
olution  finally  hit  Boston  Beer.  The  company  said  its  shipments 
for  2015  may  decline  up  to  4  percent,  as  its  Sam  Adams  brand 
battles  almost  5,000  small  U.S.  breweries.  Its  answer:  a  crop  of 

specialty  quaffs  like  Nitro  Coffee  Stout 
and  Grapefruit  I  PA.  h  Facebook  and 
Twitter  continued  down  different  paths. 
The  social  network  beat  forecasts  to 
report  $5.38  billion  for  the  recent  quar¬ 
ter,  thanks  to  stronger-than-expected 


25m 
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Video 

22m 
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demand  for  mobile  and  video  ads  on  the  site.  Twitter  posted 
slowing  sales  growth  for  the  recent  quarter  and  fore¬ 
cast  revenue  for  the  current  period  far  below 
expectations.  While  Twitter  added  5  million 
users  in  the  first  three  months  of  the  year, 
it  struggled  to  attract  advertising  from  big 
brands,  its  main  source  of  revenue.  In 
a  bid  to  woo  back  customers  and  inves¬ 
tors,  Chipotle  Mexican  Grill  will  add  chorizo 
sausage  as  a  burrito  filling.  Tofu,  added  in 
2014,  has  been  virtually  the  only  change  to 
Chipotle’s  menu  in  more  than  two  decades. 


“We  consider  the  car  a 
smart  mobile  device  on 
four  wheels,  essentially 
no  different  to  a  cell 
phone  or  tablet.” 

- Jia  Yueting,  CEO 

of  electric-car  maker 
LeEco,  a  competitor 
to  Tesla 
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►  Corporations  are  getting  together  to  combat  a  wave  of  so-called  religious  freedom  bills 


►“We  can’t  keep  playing  whack-a-mole  every  time  some  new  anti-LGBT  bill  gets  filed” 


In  early  March,  Salesforce.com 
dispatched  its  general  counsel,  Amy 
Weaver,  and  its  top  government  affairs 
executive,  Jim  Green,  to  Georgia  to 
lobby  against  a  bill  that  would  have 
given  businesses  the  right  to  deny 
service  to  lesbian,  gay,  bisexual,  or 
transgender  customers  on  religious 
grounds.  Like  other  so-called  religious 
freedom  bills,  the  Georgia  legislation 
was  designed  to  offer  a  legal  shield  for 
social  conservatives.  Georgia  Governor 
Nathan  Deal  wound  up  vetoing  the 
bill,  but  Green  knew  the  win  in  Atianta 
would  be  temporary. 

Almost  200  bills  have  been  pro¬ 
posed  this  year  in  more  than  30  states 
that  would  limit  or  prohibit  protec¬ 
tion  against  discrimination  for  LGBT 
individuals,  according  to  the  advo¬ 
cacy  group  Human  Rights  Campaign 
(HRC).  Five  have  passed  into  law;  three 
have  been  vetoed;  and  144  have  died 
or  been  withdrawn.  “We  were  like, 
‘Whoa/  and  started  to  realize  the  scope 
of  the  issue,”  Green  says. 

In  response,  large  companies  that 


have  already  contributed  millions 
of  dollars  to  HRC  and  other  advo¬ 
cacy  groups  to  combat  anti-LGBT  dis¬ 
crimination  have  been  taking  steps  to 
coordinate  their  lobbying  activities. 
“There’s  going  to  be  an  increasing  level 
of  cooperation  among  companies,” 
says  Kevin  Kolevar,  vice  president  for 
government  affairs  and  public  policy  at 
Dow  Chemical,  who’s  been  involved 
in  discussions  with  his  counterparts 
at  other  corporations.  “It’s  a  strength¬ 
ening  collaboration,  but  loose.  You’re 
going  to  start  to  see  the  corporate  com¬ 
munity  refining  those  efforts  quite  a 
bit,  and  it’s  going  to  make  more  of  a  dif¬ 
ference  than  it  has.” 

Corporate  leaders  say  they’re  pri¬ 
marily  motivated  not  by  politics  but 
by  business  concerns.  They  need  to 
protect  their  own  employees,  create 
work  environments  attractive  to 
younger  workers,  and  eliminate  the 
headache  of  dealing  with  a  patchwork 
of  differing  rules  for  LGBT  workers 
across  the  country.  Companies  that 
support  gay  employees  do  better 


in  the  stock  market,  according  to 
research  released  on  April  15  by  Credit 
Suisse.  The  study  found  that  a  group 
of  270  companies  that  supported 
LGBT  employees  outperformed  a 
global  index  by  3  percent  annually 
over  the  past  six  years. 

The  power  of  the  business  lobby  on 
LGBT  issues  attracted  attention  last  year 
after  Indiana  proposed 
legislation  that  would 
have  allowed  private 
businesses  to  deny 
service  to  gay  people 
for  religious  reasons. 

“We  frankly  weren’t 
aware  of  it  before  our 

want  to  serve 

LGBT  clients 


Dow  Chemical  and 
Salesforce.com 
led  hundreds  of 
companies  to  lobby 
against  a  proposed 
constitutional 
amendment  shielding 

arnuns  that  rtnn’t 


MGWI  Resorts,  which 
runs  two  casinos  in  the 
state,  lobbied  against 
a  religious  freedom 
law  signed  by  the 
governor  in  April 


Trump  plans  a 
land  grab  for  Cruz 
delegates  28 


For  the  Google 
trial,  jurors  the  old- 
fashioned  way  29 


employees  brought  it  to  our  attention,” 
says  Salesforce’s  Green.  Over  a  period 
of  several  weeks.  Green  flew  from  San 
Francisco  to  Indianapolis  to  pressure 
legislators,  without  success.  After  the 
bill  was  signed  by  Republican  Governor 
Mike  Pence,  Green  says,  “that’s  when 
we  became  very  active.” 

The  bill  was  ultimately  amended  in 
response  to  the  corporate  outcry  from 
Salesforce  and  others.  Pharmaceutical 
giant  Eli  Lilly,  which  has  about 
25  percent  of  its  employees  in  the 
state,  made  contributions  to  Freedom 
Indiana,  an  advocacy  group  supported 
by  HRC,  and  to  Indiana  Competes,  a 
coalition  of  more  than  350  mostly  small 
employers  opposed  to  anti-LGBT  laws. 

Most  companies  are  focusing  their 
efforts  on  states  where  they  have  major 
operations,  allowing  them  to  divide 


the  work.  Salesforce  and  Eli  Lilly  were 
joined  in  Indiana  by  Dow  Chemical; 
its  AgroSciences  seed  and  pesticide 
subsidiary  is  based  in  Indianapolis. 
Disney  helped  lead  efforts  in  Georgia, 
where  the  company  and  its  Marvel 
Entertainment  subsidiary  shoot 
movies.  MGM  Resorts  is  helping 
spearhead  opposition  to  a  bill  signed 
into  law  on  April  5  in  Mississippi, 
where  the  company  has  two  casinos. 
MGM  told  state  officials  the 
law  would  increase  discrimi¬ 
nation  and  harm  tourism  and 
the  economy. 

Apple  and  Facebook, 
which  have  data  centers 
in  North  Carolina,  teamed 
up  with  Bank  of  America 
and  others  to  pressure 
Republican  Governor  Pat 


McCrory  to  undo  the  “bathroom  bill” 
he  signed  in  late  March.  PayPal  exec¬ 
utives  convened  to  review  the  law  and 
discuss  its  implications  on  the  day  it 
passed,  fearing  it  could  hurt  the  compa¬ 
ny’s  ability  to  recruit  talented  workers. 
Chief  Executive  Officer  Dan  Schulman 
decided  to  hold  off  on  plans  for  a 
$3.6  million  operations  center,  which 
would  employ  400  people,  until  the  law 
is  repealed.  On  April  12,  McCrory  signed 
an  executive  order  partially  rolling 
it  back.  State  Democratic  lawmakers 
filed  a  measure  on  April  25  to  repeal  it 
entirely,  but  it’s  unlikely  to  proceed  in 
the  Republican-controlled  legislature. 

Some  companies  are  pushing 
to  extend  civil  LGBT  protections, 
rather  than  reacting  to  efforts  to 
curtail  them.  Hershey  spokeswoman 
Jennifer  Sniderman  says  the  choco¬ 
late  maker  has  been  active  in  encour¬ 
aging  lawmakers  in  its  home  state  of 
Pennsylvania  to  pass  proposed  legisla¬ 
tion  expanding  the  umbrella  of  existing 
anti-discrimination  laws. 

Setting  up  an  effective  state-level  lob¬ 
bying  operation  costs  from  $25,000  to 
$100,000,  including  staff  expenses  and 
support  for  local  grass-roots  groups, 
says  Matt  McTighe,  a  veteran  of  fights 
for  same-sex  marriage  across  the 
country  who’s  now  executive  director 
of  Freedom  For  All  Americans,  which 
helps  organize  companies  and  local 
groups.  “We  can’t  keep  playing  whack- 
a-mole  every  time  some  new  anti-LGBT 
bill  gets  filed,”  he  says. 

HRC  also  coordinates  letter¬ 
writing  campaigns  and  local 
PayPal  has  said  rallies  on  behalf  of  large  corpo- 

investment  in  North  rations.  The  group  raised  almost 
Carolina  that  would  $54  million  in  the  fiscal  year 
add  400  jobs,  jomi  ended  March  2015;  it  doesn’t  dis- 
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“Ballot  selfies  are  thus  all  at 
once  deeply  personal  and 
virtuously  public  expressions.” 

Friend-of-the-court  brief  filed  on  April  22  by  Snapchat  in  a  federal  appeal  by  the 
ACLU  of  New  Hampshire  of  a  ban  on  voters  posting  photos  of  marked  ballots 


◄  Starbucks  are  among  more  than 
40  companies  it  lists  as  corporate 
sponsors.  (Bloomberg  LP,  the  owner 
of  Bloomberg  Businessweek,  is  also  an 
HRC  sponsor;  company  Chairman 
Peter  Grauer  has  signed  letters  oppos¬ 
ing  religious  freedom  laws  in  North 
Carolina,  Missouri,  and  Mississippi.) 

In  an  April  17  appearance  on  NBC’s 
Meet  the  Press,  North  Carolina’s 
McCrory  acknowledged  the  influence 
of  HRC’s  corporate  donors:  “They  are 
putting  on  a  lot  of  pressure.” 

Proponents  of  religious  freedom 
measures  say  they’re  representing 
the  interests  of  small-business  owners 
who  don’t  want  to  be  forced  to  accom¬ 
modate  LGBT  clients.  Matt  Sharp,  legal 
counsel  for  the  nonprofit  legal  advice 
group  Alliance  Defending  Freedom, 
has  visited  Georgia,  Mississippi,  North 
Carolina,  and  South  Carolina  this  year, 
consulting  with  small  businesses  that 
serve  gay  people  but  want  the  right  to 
draw  the  line  at  participating  in  same- 
sex  weddings. 

“We  don’t  want  to  be  forced  by  the 
government  to  produce  speech,  to 
produce  expression,  uniquely  designed 
floral  arrangements,  cakes,  and  pho¬ 
tographs  that  violate  our  faith,”  Sharp 
says.  The  group  raised  $45  million  in  the 
fiscal  year  ended  June  2014,  according 
to  its  most  recent  publicly  available  tax 
filings;  like  HRC,  it’s  not  required  to  dis¬ 
close  its  donors. 

Salesforce’s  Green  says  one  goal 
of  the  lobbying  undertaken  by  his 
company  and  other  large  employ¬ 
ers  is  to  make  it  easier  for  small  busi¬ 
nesses  to  speak  out  against  potentially 
discriminatory  bills.  Part  of  the  strat¬ 
egy  developed  by  McTighe,  inspired  in 
part  by  same-sex  marriage  initiatives. 


involves  using  funds  donated  by  big 
corporations  to  get  local  employers 
involved.  Hundreds  of  smaller  com¬ 
panies  in  Tennessee  and  Mississippi 
signed  recent  letters  opposed  to  anti- 
LGBT  laws,  as  did  local  employers  in 
Indiana  last  year.  “Equality  is  a  core 
value,  and  where  we  see  negative  legis¬ 
lation,  we  have  to  take  a  stand,”  Green 
says.  “We  want  to  be  a  spark  for  others 
to  get  involved  in  areas  and  states  that 
are  considering  these  types  of  legisla¬ 
tion.”  — Jeff  Green  and  Tim  Higgins,  with 
Craig  Giammona  and  Spencer  Soper 

The  bottom  line  Some  large  U.S.  corporations  are 
banding  together  to  combat  state  laws  that  would 
block  civil  LGBT  protections. 
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Trump  to  Delegates: 
You’re  Fired 


►  The  GOP  front-runner  has  a 
backdoor  strategy  to  win 

►  “We  are  going  to  keep  our  options 
open  on  these  challenges” 

With  the  Republican  presidential 
race  heading  for  a  contentious  finish, 
an  obscure  nine-member  commit¬ 
tee  may  soon  find  itself  in  an  unac¬ 
customed  position  of  influence  over 
the  outcome.  The  panel,  known  as 
the  Contests  Committee,  arbitrates 
claims  of  unfairness  in  delegate  selec¬ 
tion  ahead  of  the  party’s  national  con¬ 
vention  in  July.  If  Donald  Trump  falls 
short  of  the  1,237  delegates  he  needs  to 
secure  the  GOP  nomination  before  the 


convention,  the  Contests  Committee 
will  be  the  first  formal  arena  where 
his  complaints  will  be  heard.  “Post- 
New  York  primary,  we’re  more  con¬ 
fident  than  ever  that  we’ll  win  on  the 
first  ballot,  but  we  are  going  to  keep 
our  options  open  on  these  challenges,” 
says  Barry  Bennett,  a  senior  adviser 
to  the  Trump  campaign.  “We  haven’t 
made  any  decisions  yet,  but  we  cer¬ 
tainly  have  some  legitimate  beefs.” 

The  campaign  has  hired  Jones  Day 
partner  William  McGinley  to  advise  on 
challenges.  He  specialized  in  delegate 
selection  during  his  time  as  a  deputy 
counsel  to  the  Republican  National 
Committee  in  the  late  1990s.  “We’ll 
be  filing  protests,”  Trump  strategist 
Paul  Manafort  said  in  an  April  17  inter¬ 
view  on  ABC’s  This  Week  With  George 
Stephanopoulos.  “Missouri,  we’re  going 
to  be  filing  protests.  Colorado,  we’re 
going  to  be  filing  protests.” 

States  have  to  certify  their  dele¬ 
gate  slates  for  the  national  conven¬ 
tion  by  June  13.  Campaigns  have  five 
days  to  file  challenges  to  the  Contests 
Committee,  which  in  turn  sends  advi¬ 
sory  opinions  to  the  convention’s 
credentialing  committee.  Most  com¬ 
plaints  stem  from  irregularities  at  local 
and  state  conventions-sloppy  paper¬ 
work,  miscounted  delegate  ballots,  or 
procedural  errors  by  the  chair. 

The  16  states  and  territories  that 
assign  delegates  through  caucuses, 
which  account  for  more  than  400  del¬ 
egates,  are  the  most  susceptible  to 
challenge,  since  the  process  is  far 
more  chaotic  and  idiosyncratic  than  a 
primary.  Trump  has  won  only  four  cau¬ 
cuses  so  far,  half  as  many  as  his  chief 
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rival,  Ted  Cruz,  whose  delegates  may 
be  targeted  by  the  GOP  front-runner. 

Credentialing  fights  have  shaped 
presidential  races  before.  At  the 
1952  Republican  convention,  neither 
Dwight  Eisenhower  nor  Robert  Taft 
walked  in  with  enough  delegates  to 
clinch  the  nomination.  Eisenhower’s 
campaign  challenged  Taft’s  delegates 
in  several  states,  and  a  rules  battle  on 
the  convention  floor  resulted  in  those 
questioned  delegates  being  barred 
from  voting  on  credential  challenges, 
ensuring  an  Eisenhower  victory. 

In  2012,  Maine  was  one  of  several 
states  where  delegates  loyal  to  Texas 
Representative  Ron  Paul  were  chal¬ 
lenged  by  Mitt  Romney’s  campaign. 

In  the  end,  to  pro-Paul  delegates, 
who  had  already  booked  airfare  and 
hotel  accommodations  on  their  own 
dime,  were  replaced  with  Romney 
supporters,  a  decision  that  led  Maine 
Republican  Governor  Paul  LePage  to 
boycott  the  convention  in  protest. 

In  March,  Trump  threatened  to 
lodge  a  formal  complaint  with  the  RNC 
over  the  delegate  allocation  process 
in  Louisiana.  He  came  in  first  in  the 
popular  vote,  but  tied  with  Cruz  in  the 
delegate  count.  Trump  was  then  out- 
hustled  at  the  state  convention  by  Cruz, 
who  won  the  support  of  five  additional 
free-agent  delegates.  In  Colorado,  Cruz 
won  most  of  the  delegates  at  the  state 
convention  in  April.  Trump’s  campaign 
said  it  was  hampered  by  ballot  mis¬ 
prints  and  other  issues. 

“Whenever  you  have  a  contest  as 
uncertain  as  this  one  is,  it  would  be 
surprising  if  there  weren’t  proce¬ 
dural  disagreements  and  arguments 
that  rules  were  not  being  adhered  to,” 
says  Thomas  Balch,  who  served  as 
an  expert  on  parliamentary  rules  at 
Maine’s  2012  state  convention. 

This  year,  Balch  has  been  advising 
local  party  leaders  in  several  states 
on  how  to  bulletproof  their  conven¬ 
tions,  including  the  one  in  Virginia’s 
loth  Congressional  District.  There, 
eight  local  delegates  were  deemed  inel¬ 
igible  to  move  on  to  the  national  con¬ 
vention  because  they  had  supported 
independent  candidates  in  a  previous 
election,  which  under  party  rules  dis¬ 
qualifies  them  from  being  Republican 
delegates  this  year.  “I  was  specifically 
told  by  the  [convention]  chair  that  in 
other  years  when  it  was  clear  who  the 
nominee  was  going  to  be,  they  would 


have  probably  not  been  as  rigorous  in 
enforcing  the  rules,”  Balch  says.  “But 
this  year,  it  was  specifically  important 
to  make  sure  that  everything  was  done 
in  accordance  of  the  rules  out  of  fear 
of  a  challenge.”  — Steven  Yaccino,  with 
John  McCormick  and  Jennifer  Jacobs 

The  bottom  line  The  Trump  campaign  is  lining  up 
staff  to  challenge  delegates  loyal  to  rival  Ted  Cruz 
before  the  national  GOP  convention. 
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A  Federal  Judge  Stops 
Google  From  Googling 

✓ 


►  The  search  giant  agrees  to  pick 
jurors  the  old-fashioned  way 


►  “There’s  just  so  much  more  at  our 
fingertips  now” 

A  federal  judge  who  frowns  on  lit¬ 
igants  Googling  personal  informa¬ 
tion  on  prospective  jurors  would  like 
lawyers  to  give  up  the  habit.  He’s 
found  an  unlikely  guinea  pig  for  an 
experiment  in  barring  online  searches 
during  jury  selection:  Google.  The 
search  company  is  scheduled  to  go 
to  trial  on  May  9  in  a  $9  billion  case 
brought  by  Oracle,  which  alleges 
that  Google’s  Android  mobile  oper¬ 
ating  software  infringed  on  copy¬ 
rights  for  its  Java  software.  With  some 
shrewd  tactics,  including  a  threat  to 
make  attorneys  tell  jurors  about  any 
online  vetting  they  planned  to  do,  U.S. 
District  Judge  William  Alsup  got  both 
companies  to  agree  to  his  old-school 
rules  ahead  of  the  trial. 

In  written  exchanges  with  attor¬ 
neys,  Alsup,  a  70-year-old  Harvard- 
trained  judge  who’s  overseen  the 
Google-Oracle  proceeding  since  2010, 
insisted  that  the  private  lives  of  jurors 
should  be  off-limits.  “The  jury  is  not 
a  fantasy  team  composed  by  consul¬ 
tants,  but  good  citizens  commuting 


from  all  over  our  district,  willing  to 
serve  our  country,  and  willing  to  bear 
the  burden  of  deciding  a  commer¬ 
cial  dispute  the  parties  themselves 
cannot  resolve,”  the  judge  wrote  on 
March  25.  “Their  privacy  matters.” 
Under  the  agreement,  the  companies 
will  refrain  from  doing  any  Internet 
or  social  media  research  on  prospec¬ 
tive  or  selected  jurors  for  the  duration 
of  the  trial. 

As  an  incentive  for  their  coop¬ 
eration,  Alsup  offered  the  lawyers 
for  both  sides  more  time  for  their 
question-and-answer  screening  of 
jurors  in  court.  Deborah  Hellinger,  a 
spokeswoman  for  Oracle,  and  William 
Fitzgerald,  a  spokesman  for  Google, 
declined  to  comment. 

The  American  Bar  Association, 
which  develops  ethical  standards 
for  lawyers,  doesn’t  discourage 
social  media  research  on  prospec¬ 
tive  jurors  as  long  as  attorneys  don’t 
communicate  with  them  directly.  The 
practice,  which  has  become  com¬ 
monplace  in  recent  years,  has  been 
'  endorsed  by  some  courts.  In  a  2010 
ruling,  Missouri’s  Supreme  Court 
suggested  that  lawyers  have  a  pro¬ 
fessional  responsibility  to  vet  jurors 
online  prior  to  trial,  to  prevent 
mistrials  or  overturned  verdicts 
resulting  from  juror  conflicts  not 
discovered  beforehand. 

Lawyers  are  obligated  to  look  out 
for  their  clients’  interests-including 
ferreting  out  jurors  who  may  come 
to  a  case  with  an  undisclosed  bias. 
That  necessarily  creates  tension  in 
an  era  when  people  freely  reveal  so 
much  about  themselves  online,  says 
Carolyn  Toto,  a  partner  at  Pillsbury 
Winthrop  Shaw  Pittman.  Before 
the  Internet,  jury  selection  mostly 
hinged  on  written  questionnaires 
and  interviews,  sometimes  sup¬ 
plemented  with  behind-the-scenes 
advice  and  research  by  professional 
consultants.  “There  is  just  so  much 
more  at  our  fingertips  now,”  Toto 
says.  “The  advent  of  social  media 
is  upsetting  that  balance  between 
what  is  public  and  what  is  private.” 

— Peter  Blumberg 

The  bottom  line  A  federal  judge  has  blocked 
lawyers  for  Google  and  Oracle  from  researching 
prospective  jurors’  backgrounds  online. 


©Edited  by  Allison  Hoffman 
Bloomberg.com 


Partner  /  Andreessen  Horowitz 

Michelle  Lee 

U.S.  Under  Secretary  of  Commerce 
for  Intellectual  Property  /  U.S.  Patent 
and  Trademark  Office 

Bill  Maris 

CEO  /  GV 


June  13-14 
San  Francisco 


Invention  trumps  innovation. 
The  2016  Bloomberg  Tech 
Conference  will  focus  on  the 
game-changing  inventors, 
unconventional  thinkers, 
and  the  next  generation  of 
founders  that  are  poised  to 
change  the  world. 


Andy  Rubin 


Request  an  invitation 


powers 


/  Founder  and  CEO  /  Playground 
Partner  /  Redpoint 


bloomberglive.com/tech 

. 


. ...  .. . 


Technology 


So  much  cargo 
moving,  and  not  a 
human  in  sight  32 


That  great  new 
marketing  tool,  the 
text  message  34 


May  2  —  May  8, 2016 


Taiwan  wants  to  be 
3D  printing’s  proving 
ground  33 


Innovation:  A  little 
off-the-grid  place 
of  your  own  35 


Who’s  Alexa? 


►  How  Amazon’s  voice-controlled  speaker  became  a  surprise  hit 
►“We  want  to  be  a  large  company  that’s  also  an  invention  machine” 


In  the  fall  of  2014,  some  of  the  men 
and  women  building  Amazon.com’s 
new  voice-controlled  smart  speaker 
felt  they  needed  to  confront  Chief 
Executive  Officer  Jeff  Bezos.  The 
release  of  the  speaker  was  looming, 
and  things  were  falling  into  place.  The 
device  looked  good,  its  voice  recogni¬ 
tion  software  was  improving  quickly, 
and  the  boxes  it  would  ship  in  had 
been  designed  and  assembled.  But 
there  was  a  lingering  issue  with  the 
device’s  name:  the  Amazon  Flash. 
Many  people  who  worked  at  Labi26, 
the  hardware  division,  hated  it, 
according  to  two  former  employees. 
Bezos  was  strongly  in  favor. 

There  was  another  worry.  A  core 
feature  of  the  device  is  a  “wake  word” 
that,  when  spoken,  cues  it  to  take  voice 


commands.  One  of  the  two  words  being 
considered  was  “Alexa.”  Bezos  thought 
the  best  word  would  be  “Amazon.”  This 
presented  a  challenge:  The  speakers 
would  wake  upon  hearing  Amazon  ads 
on  television  and,  because  it  connects 
to  a  Wi-Fi  network,  could  start  buying 
stuff  from  the  Internet. 

Generally,  the  engineers  and  product 
managers  at  Labl26  stifled  their  misgiv¬ 
ings,  instead  concentrating  on  giving 
the  boss  what  they  thought  he  wanted. 
But  weeks  before  the  speaker  was  set  to 
ship,  the  dissidents  confronted  Bezos. 
He  agreed  to  the  changes:  The  device 
would  be  called  the  Echo,  and  its  wake 
word  would  be  “Alexa.” 

In  a  gadget  landscape  dominated  by 
rectangular  touchscreens,  the  Echo 
stands  out-a  screenless  cylinder,  just 


over  9  inches  tall  and  3V4  inches  in 
diameter.  It  plays  music  and  answers 
basic  household  questions  like,  “how 
many  teaspoons  are  in  a  cup?”  (about 
48).  The  only  way  to  interact  with 
the  Echo  is  to  talk  to  it.  It’s  always 
listening  for  its  wake  word,  which 
users  can  change  to  “Amazon”  or 
“Echo”  if  they  want. 

When  the  first  batch  shipped  to 
buyers  in  November,  Amazon’s  critics 
mocked  it.  Some  called  the  Echo  a 
useless  gimmick;  others  pointed  to  it 
as  evidence  of  Amazon’s  Orwellian  ten¬ 
dencies.  Then  something  weird  hap¬ 
pened:  People  decided  they  loved  it. 
Amazon  never  releases  data  about 
how  its  products  sell,  but  Consumer 
Intelligence  Research  Partners  issued 
a  report  on  April  6  saying  that  the  ► 
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◄  company  has  already  sold  more  than 
3  million  of  the  devices,  l  million  of 
them  during  the  2015  holiday  season. 
About  35,000  people  have  reviewed  the 
speaker  on  Amazon.com,  giving  it  an 
average  4-5  stars  out  of  5. 

Dozens  of  independent  develop¬ 
ers  are  writing  apps  that  work  with  the 
speaker’s  voice  controls  to  do  things 
like  turn  off  lights  or  order  a  pizza.  The 
Echo,  which  seemed  like  a  superfluous 
toy  at  first,  now  looks  like  a  way  for 
Amazon  to  become  the  default  choice 
for  voice-controlled  devices. 

“We  want  to  be  a  large  company 
that’s  also  an  invention  machine,” 

Bezos  wrote  in  a  letter  to  investors  in 
April.  The  Echo  is  what  happens  when 
Amazon  achieves  that  goal.  Bezos 
declined  an  interview  for  this  story.  Ten 
current  and  former  Amazon  employees 
agreed  to  talk,  mostly  on  the  condition 
of  anonymity,  because  they  weren’t 
authorized  to  do  so  by  the  company. 

Echo  comes  out  of  Labl26,  which 
was  created  in  2004  to  build 


the  Kindle  e-reader.  The  lab’s  name 
refers  to  the  alphabet,  with  1  represent¬ 
ing  the  letter  A  and  26  representing  Z. 
The  Kindle  was  Project  A.  Project  B  was 
Amazon’s  smartphone.  Little  is  known 
about  Project  C,  but  a  review  of  Amazon 
patent  applications  suggests  a  device 
that  would  display  augmented-reality 
images  that  people  could  interact  with. 
The  Echo-Project  D-was  an  offshoot  of 
Project  C.  It  started  in  2011,  and  at  one 
point  several  hundred  employees  from 
Seattle  to  Cambridge  worked  on  it. 

The  Fire  Phone,  which  was  unveiled 
in  June  2014,  was  a  colossal  flop.  After 
it  failed,  Amazon  moved  some  of  the 
people  who  worked  on  it  to  the  Echo 
team.  They  brought  with  them  differ¬ 
ent  ideas  and  varying  levels  of  enthu¬ 
siasm  about  the  speaker,  which  grated 
on  some  who  had  been  on  the  Echo 
since  the  beginning.  It  didn’t  help  that 
the  stakes  had  gotten  higher,  since 
the  speaker  had  to  redeem  Amazon’s 
reputation  and  dispel  doubts-inside 
and  outside-about  whether 


Amazon  could  make  desirable  high- 
end  consumer  gadgets  at  all. 

As  originally  conceived,  the  Echo 
was  simpler  and  cheaper.  One  person 
who  worked  on  the  project  remembers 
that  the  company  expected  to  manu¬ 
facture  the  devices  for  about  $17  and 
sell  them  for  $50.  They  now  retail  for 
$180.  Bezos  had  lots  of  ideas  about  the 
speaker’s  main  purpose.  “Jeff  had  a 
vision  of  full  integration  into  every  part 
of  the  shopping  experience,”  says  one 
person  who  was  at  Lab  126  at  the  time. 

Amazon  hired  a  handful  of  people 
from  the  speech  recognition  company 
Nuance  Communications.  It  bought 
two  voice  response  startups.  Yap 
and  Evi,  to  build  a  speech  recogni¬ 
tion  system  that  could  match  those 
created  by  Google  and  Apple  for 
their  smartphones. 

Once  Amazon’s  engineers  started 
building  the  Echo,  they  realized  it 
would  need  more  processing  power 
than  they’d  anticipated.  They  swapped 
out  the  microcontroller,  the  kind  of 


Why  The  robotic 
vehicles  double  the 
speed  of  loading  and 
unloading  ships,  saving 
money,  boosting  profits, 
and  lowering  diesel- 
soot  emissions. 


The  ports  of  Long 
Beach,  Los  Angeles, 
and  Oakland  handle 


40% 


What  TraPac’s 
autonomous  carriers 


of  U.S.  container  traffic 
Converting  them  to 
all-electric  equipment 
that’s  often  self-driving 
will  cost 


$35b 


over  the  next  30  years. 


When  The  use  of 
autonomous  vehicles 
“will  happen  sooner 
with  goods  movements 
than  with  personal 
transportation,  because 
the  economics 
are  crystal  clear,” 
says  Larry  Burns,  a 
consultant  at  Google. 


Los  Angeles  At  America’s  busiest  port,  advanced  algorithms  select  the  most  efficient  route  for 
autonomous  carriers  to  haul  cargo  containers  across  the  wharf.  Passing  quietly  within  inches  of  each 
other  at  speeds  as  fast  as  18  miles  an  hour,  the  orange,  four-stpry  self-driving  cranes  stack  containers 
and  deliver  them  to  trucks  and  trains  with  little  or  no  human  intervention.  — John  Lippert 


Technology 


simple  computer  used  to  run  such 
devices  as  remote  controls,  with 
a  microprocessor,  which  could 
handle  more  complex  tasks. 

The  Echo  went  through 
several  key  changes  at  the  elev¬ 
enth  hour.  The  speaker  had  to 
emit  and  listen  for  sound  simulta¬ 
neously,  a  challenge  that  had  pre¬ 
occupied  engineers  throughout 
development.  What  if  the  music  on 
the  Echo  was  so  loud  it  drowned  out 
people’s  voices?  Early  on,  engineers 
created  prototypes  for  smaller  devices 
that  looked  like  hockey  pucks,  to  be 
placed  around  the  house  to  listen  for 
commands  when  people  strayed  too 
far  from  the  main  speaker.  That  idea 
was  later  pushed  aside  to  focus  on  the 
main  device.  It  recently  reemerged  as 
the  Echo  Dot,  which  Amazon  is  selling 
on  a  limited  basis. 

By  the  fall  of  2014,  there  was  still  dis¬ 
agreement  over  whether  the  Echo’s 
hearing  was  good  enough  on  its  own. 
Bezos  and  his  top  deputies  were  ada¬ 
mantly  opposed  to  relying  on  any 
form  of  input  other  than  voice  control. 
They  saw  it  as  cheating.  Some  engi¬ 
neers  disagreed,  pushing  for  a  remote 
that  people  could  speak  into  from  any¬ 
where  in  the  house.  As  it  happened, 
the  company  had  just  made  such  a 
remote  for  the  Fire  TV,  its  streaming 
media  player.  The  two  sides  agreed  to 
send  the  first  batch  of  speakers  with  a 
remote  included.  They’d  gather  infor¬ 
mation  about  how  often  people  used 
it  and  tweak  the  product  accordingly. 
Apparently  the  fears  were  overblown. 
The  people  using  the  Echo  in  their 
homes  almost  never  touched  the 
remote,  and  it  was  quietly  removed 
from  the  box. 

Connecting  the  Echo  to  Internet- 
enabled  lightbulbs  and  thermostats 
made  by  other  companies  wasn’t  a 
focus  within  Labi26  until  late  2014. 

On  a  lark,  an  engineer  had  rigged  the 
speaker  to  work  as  a  voice  control¬ 
ler  for  a  streaming  TV  device.  “It  was 
something  he  grew  to  embrace,  aggres¬ 
sively,”  one  employee  says  of  Bezos’s 
reaction.  Amazon’s  vision  for  the  Echo 
now  relies  heavily  on  the  speaker 
serving  as  a  hub  for  the  so-called 
smart  home.  Dave  Limp,  Amazon’s 
senior  vice  president  for  devices,  jokes 
that  it’s  only  a  matter  of  time  before 
some  enterprising  developer  writes 
a  program  to  use  the  Echo’s  voice 


controls  to  flush  the  toilet. 

With  the  Echo,  Amazon 
has  found  a  way  to  insert 
itself  into  customer  inter¬ 
actions  with  other  devices 
and  services.  Part  of  this 
is  good  timing.  The  tech 
industry  has  been  searching  for 
the  next  big  computing  platform  after 
mobile.  Investing  in  some  combina¬ 
tion  of  voice  control  and  artificial  intel¬ 
ligence  was  prudent,  and  no  one  else 
has  quite  figured  it  out  yet.  Apple, 
Google,  and  Microsoft  all  have  virtual 
assistants,  but  they  were  made  to  make 
smartphones  work  better. 

The  Echo  has  more  than  500  “skills,” 
or  voice-controlled  apps,  that  can 
check  your  bank  balance  or  make 
your  child’s  favorite  animal  noises. 

The  company  keeps  an  internal  list 
of  customer  suggestions  for  new  con¬ 
trols,  ranking  each  one  according 
to  popularity  to  decide  the  order  in 
which  it  will  pursue  them. 

The  next  big  challenge  for  Amazon 
is  to  begin  tying  services  together  in 
new  ways,  says  Julie  Ask,  an  analyst 
at  Forrester  Research.  She  says  being 
able  to  tell  the  Echo  to  call  an  Uber  is 
fun,  but  incremental.  “In  five  years,  my 
Echo  will  say,  ‘Hey,  it’s  about  time  to  go 
to  the  airport.  Should  I  get  you  a  car?’ 
And  I’ll  just  say  yes,”  she  says.  “That’s 
the  difference  between  where  we 
are  today  and  where  we  want  to  be.” 

— Joshua  Brustein,  with  Spencer  Soper 

The  bottom  line  After  flopping  with  the  Fire 
Phone,  Amazon  has  sold  more  than  3  million  of  its 
voice-controlled  speaker,  the  Echo. 


Hardware 


A  New  Dimension  for 
Post-PC  Taiwan 


►  Electronic  parts  maker  Kinpo  has 
become  a  3D  printing  pioneer 

>  Without  “a  2D  background,  it’s 
difficult  to  catch  up” 

With  consumers  and  businesses 
switching  to  smartphones,  the  PC 
market  that  has  long  dominated 
Taiwan’s  economy  is  shrinking,  and 
companies  such  as  Acer  are  strug¬ 
gling.  Taiwan’s  exports  in  March  fell 


“Jeff  had  a  vision  of 
full  integration  into 
every  part  of  the 
shopping 
experience.” 

- Former  Lab126 

employee 


11.4  percent,  marking  14  consecu¬ 
tive  months  of  declines  for  Made- 
in-Taiwan  products.  The  economy 
shrank  0.6  percent  in  the  first  three 
months  of  2016  from  a  year  earlier, 
according  to  a  Bloomberg  survey 
of  economists’  estimates,  the  third 
straight  quarter  of  contraction. 

Fear  of  being  left  behind  is  a  strong 
motivator  for  New  Kinpo  Group 
Chief  Executive  Officer  Simon  Shen. 
The  Taipei-based  group  last  year  sold 
about  $7  billion  worth  of  products 
ranging  from  elec¬ 
tric  pianos  and 
pachinko  displays 
to  printers  and 
TV  set-top  boxes. 

Kinpo  also  makes 
hard  disk  drives, 
routers,  and  other 
devices  that  link 
to  PCs,  leaving  the 
group  exposed 

to  the  computer  industry’s  decline 
Finding  the/next  big  innovation  to 
manufacture  and  export  is  an  urgent 
task  for  Shen.  “We  need  to  try  some¬ 
thing  new,”  he  says.  “Otherwise  the 
current  product  line  eventually  will 
be  gone.” 

Kinpo’s  path  to  something  new  is 
throi  gh  XYZprinting,  a  company 
Shen  founded  three  years  ago. 

Building  on  Kinpo’s  track  record  as 
an  outsourcing  manufacturer  for 
such  customers  as  HP  and  Konica 
Minolta,  XYZprinting  makes  small, 
low-cost\3D  printers  for  consumers 
and  smalfbusinesses. 

Selling  3 Dprinters  will  be  a  viable 
business,  Sheirsays.  To  make  that  day 
come  sooner,  XYZpqnting  sells  such 
machines  as  the  E32EEH&1C2’  a 
Wi-Fi-enabled  3D  printer  that  can  print 
as  fine  as  0.1  millimeters  and  retails 
for  as  little  as  $350  on  Amazon,  com. 

The  low-cost  strategy  has  established 
XYZprinting  as  the  No.  1  brand  for 
3D  printers  of  all  sizes  worldwide, 
by  the  number  of  machines  sold.  In 
the  final  quarter  of  2015,  XYZprinting 
had  31  percent  of  the  global  market  in 
desktop  3D  printers,  according  to  data 
recently  published  by  London-based 
research  group  Context.  The  company 
sold  more  than  50,000  of  its  low-cost 
printers  in  2015,  giving  XYZ  a  21  percent 
share,  more  than  twice  that  of  No.  2 
brand  3D  Systems.  Shen,  who  expects 
his  company’s  total  3D  printer  ► 


Technology 


◄  revenue  to  reach  about  $50  million 
this  year,  projects  sales  will  grow  to 
$200  million  to  $300  million  wdthin 
three  to  five  years. 

Bigger  names  are  getting  into 
affordable  3D  printing.  Mattel  in 
February  announced  plans  to  sell  the 
ThingMaker,  a  3D  printing  system 
designed  with  San  Rafael,  Calif. -based 
software  company  Autodesk  that 
will  enable  families  to  design,  create, 
and  print  their  own  toys.  It’s  available 
for  pre-order  on  Amazon  for  $300. 

In  January,  Polaroid  introduced  its 
ModelSmart  250S  3D  printer,  pro¬ 
duced  through  a  partnership  with 
Environmental  Business  Products, 
a  London-based  manufacturer. 

XYZprinting  may  not  have  much 
name  recognition,  but  it  does  have  an 
advantage,  because  of  Kinpo’s  years 
of  squeezing  out  profits  in  Taiwan’s 
notoriously  thin-margin  electron¬ 
ics  industry.  “They  do  very  well  in 

says  Wendy  Mok, 
an  analyst  with 
IDC  in  Shenzhen. 
“They  have  the 
manufacturing 
background,  they 
know  the  difficulty 
of  R&D.” 

Even  so,  the 
3D  printer  con¬ 
sumer  market  “is 
still  in  the  infancy 
stage,”  says  Simon 
Chan,  an  analyst  in  Hong  Kong  with 
Bloomberg  Intelligence.  Printing 
materials  are  expensive,  he  says, 
and  consumers  haven’t  yet  identi¬ 
fied  must-print  products  that  would 
increase  demand.  “The  user  case  is 
still  not  really  decided,”  says  Chan. 
Stratasys,  an  Israeli-American 
company  that  is  a  major  player  in 
3D  printing,  is  focused  mostly  on 
the  technology’s  use  in  manufactur¬ 
ing.  That’s  also  the  case  with  most 
of  Shen’s  competitors.  “We  are  not 
seeing  a  lot  of  demand”  in  the  con¬ 
sumer  market,  says  Stratasys  Chief 
Business  Officer  Joshua  Claman. 
Eventually  there  will  be  a  market 
for  desktop  3D  printers,  he  says,  but 
not  before  quality  and  reliability  are 
improved.  And  inexpensive  3D  print¬ 
ers  are  less  versatile,  Claman  says- 
most  “don’t  handle  multiple  materials 
and  don’t  handle  multiple  colors.” 

The  biggest  threat  to  Shen’s  plans 


cost  management,’ 


$50 

million 


Expected  revenue 
from  3D  printing  at 
XYZprinting  this  year 


for  XYZprinting  is  across  the  Taiwan 
Strait  in  mainland  China.  Taiwanese 
producers  of  PCs  and  computer  com¬ 
ponents  have  lost  ground  to  mainland- 
based  competitors,  and  the  3D 
printing  industry  faces  similar  com¬ 
petition.  There  are  hundreds  of  main¬ 
land  companies  making  the  printers, 
according  to  IDC’s  Mok.  Chinese  com¬ 
panies  “can  learn  very  fast,”  she  says. 
For  the  most  basic  3D  printers,  “we 
have  seen  a  lot  of  Chinese  vendors 
can  really  produce  printers  at  a  very 
good  price.” 

Shen  says  his  team,  with  decades 
of  printing  know-how,  will  be  able  to 
stay  ahead  of  its  Chinese  rivals.  “If  you 
don’t  have  a  2D  background,  it’s  dif¬ 
ficult  to  catch  up,”  he  says.  And  he’s 
making  sure  to  diversify  the  business, 
producing  more  expensive  machines 
for  industrial  use  and  working  with  a 
local  university  to  develop  3D  print¬ 
ing  of  dental  implants.  XYZprinting 
is  developing  a  system  that  can  make 
cookies,  chocolates,  and  other  food  on 
a  3D  printer.  “Eventually,”  he  says,  “I 
think  everything  will  be  possible.” 

— Bruce  Einhorn 


The  bottom  line  Kinpo’s  XYZprinting  is  the  No.  1 
brand  for  3D  printers  worldwide,  with  31  percent 
of  the  global  market. 


E-Commerce 


Moving  Merchandise 
Via  Chats  and  Bots 


►  Text  messages  are  becoming  a 
way  to  buy  goods  and  services 


►  “There’s  something  with 
messaging  that  just  feels  intimate” 

The  latest  e-commerce  strategy  for 
winning  customers  and  simplifying 
transactions  is  known  as  conversational 
commerce-using  text  messages  to  offer 
a  daily  choice,  often  personalized,  of  a 
meal,  product,  or  service.  The  whole 
transaction  takes  a  few  seconds  and 
doesn’t  clutter  anyone’s  e-mail  in-box. 
“As  people  get  numb  to  social  and 
e-mail,  messaging  is  still  the  unpolluted 
medium,”  says  Matt  Mazzeo,  a  man¬ 
aging  director  of  Lowercase  Capital. 

“It  hasn’t  yet  been  diluted  by  massive 
spammy  marketing  channels.” 


Batman:  The  Killing  Joke  (HC,  Special 
Ed) 


O  ReplyYes’s  Origin 
Bound  service  sends 
users  a  graphic  novel 
recommendation 
daily 

©  Replying  with 
LIKE  or  DISLIKE 


$14.99  ($3.00  shipping,  free  returns) 

Batman  faces  his  oldest  foe  in  this 
one-shot  epic  by  Alan  Moore  that  took 
the  Dark  Knight  back  to  his  dark  roots. 

Reply  LIKE  or  DISLIKE  to  personalize 
future  picks. 


helps  personalize  the 
recommendations 

©  Replying  with  YES 
purchases  the  item, 
which  then  ships 


To  buy  it,  reply  YES. 


Mazzeo’s  company  is  an  investor 
in  ReplyYes,  a  Seattle  e-commerce 
company  that  sells  vinyl  records  and 
graphic  novels,  and  uses  a  mix  of 
algorithm-powered  bots  and  actual 
people  to  discern  customers’  wants 
and  tastes.  ReplyYes  sends  out  one 
text  per  customer  per  day.  If  the  fea¬ 
tured  vinyl  record  is  something  you 
covet,  a  simple  “yes”  text  will  take 
care  of  the  whole  transaction.  About  a 
week  later,  the  album  can  be  playing 
on  your  turntable. 

Peach,  a  food  delivery  company 
based  in  Seattle,  offers  daily  lunch 
specials  via  text  message.  Although 
Peach  doesn’t  customize  the  choices, 
“there’s  something  with  messag¬ 
ing  that  just  feels  intimate,”  says 
Scott  Jacobson,  managing  director  of 
Madrona  Ventures,  an  investor  in  both 
Peach  and  ReplyYes;  the  latter  was 
developed  in  Madrona’s  in-house  lab. 
“It’s  very  much  more  of  a  conversa¬ 
tion  than  e-mail.” 

Pioneered  by  Tencent’s  WeChat 
service,  conversational-or  chat- 
commerce  is  on  the  rise  in  the  U.S.  In 
recent  months,  several  services  have 
emerged,  including  Assist,  which  allows 
you  to  book  haircuts  or  order  flowers 
via  text  or  Facebook  messenger.  Magic, 
an  all-purpose  butler/valet/personal 
shopper,  lets  users  text  what  they’re 
looking  for;  a  human  operator  will  try 
to  fulfill  the  request.  The  services  all 
rely  on  text  to  communicate,  but  vary  in 
whether  they  use  chat  bots  or  humans, 
or  a  combination  of  the  two. 

Established  tech  companies  are  also 
exploring  text  options.  On  April  12, 
Facebook’s  Mark  Zuckerberg  said 
he  wanted  to  let  customers  chat 
with  artificially  intelligent  bots  to  get 
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sports  updates  or  order  a  car  service. 
Microsoft  in  March  unveiled  program¬ 
ming  tools  to  let  developers  write  apps 
for  chat  commerce  services. 

“This  has  the  power  to  be  another 
huge  way  to  buy”  says  Forrester 
Research  analyst  Sucharita  Mulpuru. 
While  chat  commerce  can  be  a  valuable 
marketing  tool  for  companies  large  and 
small,  she  says,  the  buzz  about  it  in  VC 
circles  is  a  bit  over  the  top. 

ReplyYes  has  sold  more  than 
$1  million  worth  of  vinyl  records  via 
text  message  in  the  eight  months 
since  its  debut,  according  to  Chief 
Executive  Officer  Dave  Cotter.  “It’s 
a  passionate  community,”  he  says, 
adding  that  68  percent  of  his  buyers 
are  repeat  customers.  Cotter,  an  ex- 
Amazon,  com  manager,  says  he  has  no 
interest  in  competing  with  his  former 
employer  or  big-box  stores.  He’s  target¬ 
ing  niche  collectors.  When  users  sign 
up  for  ReplyYes’s  vinyl  service,  called 
the  Edit,  they’re  quizzed  on  their 
music  preferences  and  asked  to  give  a 
thumbs-up  or  -down  to  such  albums  as 
the  Beatles’  Abbey  Road  and  Dr.  Dre’s 
The  Chronic.  Besides  typing  “yes”  to 
make  a  purchase,  users  can  text  “like” 
or  “dislike”  to  refine  the  algorithms 
that  determine  their  interests. 

On  April  14,  ReplyYes  rolled  out  a 
service  called  Origin  Bound  that  will 
carry  thousands  of  graphic  novels. 

The  startup  has  raised  $2.5  million 
since  its  inception.  Besides  Madrona, 
investors  include  Francois  Kress, 
the  CEO  of  Carolina  Herrera,  and 
Saturday  Night  Live  creator  Lome 
Michaels’s  investment  arm.  Lowercase 
Capital  is  backing  the  company- 
in  part  so  that  founders  of  some  of 
its  other  investments  can  use  the 
technology  to  test  concepts  and  get 
immediate  user  feedback. 

The  clutter-free  and  personalized 
nature  of  chat  commerce  may  not 
last  long.  Cotter  of  ReplyYes  says  he 
doesn’t  want  to  break  the  trust  of  cus¬ 
tomers,  who  have  granted  him  access 
to  their  text  in-box.  You’re  only  as  good 
as  your  recommendation  engine,  he 
says.  The  company  is  scouting  for  its 
next  nerd  subculture.  — Dina  Bass 

The  bottom  line  Chat  commerce  is  getting 
traction  in  the  U.S.;  one  service  has  sold  $1  million 
worth  of  vinyl  records  using  personalized  texts. 


©Edited  by  Dimitra  Kessenides 
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Innovation 

Ecocapsule 


Form  and  function 

Innovator  Sona  Pohlova  and  Tomas  Zacek 

Made  of  insulated  steel  and  aluminum  with  a 
fiberglass  shell,  the  Ecocapsule  is  a  1.1-ton, 
70-square-foot  mobile  home  powered  by  wind 
and  solar  energy  for  off-the-grid  living. 

Age  31  and  36 

Title  Architects  and  co-founders  of 

Ecocapsule,  a  startup  in  Bratislava,  Slovakia, 
with  four  full-time  employees 

Cost  The  capsule, 
available  later 
this  year  from 
the  company’s 
website,  costs 
about  $90,000,  plus 
shipping. 


Layout  Enter  through  a  hatch 
in  the  15-by-7-by-8-foot  pod 
to  find  a  small  stove,  toilet, 
and  shower  on  one  side 
and  a  foldout  bed  and  table 
on  the  other.  The  capsule’s 
wooden  interior  can  be 
customized  for  various  uses. 


Power  The  capsule  can 
generate  as  much  as 
1.35  kilowatts  via  a  wind 
turbine  and  solar  panels  on 
the  roof.  It  stores  up  to  lOkw 
in  a  rechargeable  battery  with 
a  seven-year  life  span. 


Origin  In  2009  the 
co-founders  entered 
a  competition  to 
design  a  small  home. 
They  didn’t  win  but 
drew  enough  interest 
from  potential 
buyers  that  they  kept 
working  on  it. 


Market  Ecocapsule 
is  processing  its  first 
50  preorder  deposits 
and  has  received 
17,000  e-mails 
expressing  interest, 
including  from  U.S. 
Army  contractors, 
Zacek  says. 


Next  Steps 

Ecocapsule  is  seeking  $1  million  in  capital  so  it  can  begin  larger-scale 
production.  Peter  Wheelwright  and  Alison  Mears,  architecture  professors  at 
New  York’s  New  School,  say  they  worry  its  materials  may  be  environmentally 
unfriendly  and  possibly  unsafe.  Aluminum  production  is  energy-intensive, 
and  some  fiberglass  products  can  contain  formaldehyde,  a  toxic  chemical. 
Zacek  says  the  materials  are  safe.  He  and  Pohlova  are  researching  alternative 
materials,  such  as  hemp,  to  make  the  capsule  greener.  — Olga  Kharif 


Markets 

Finance 


May  2  -  May  8, 2016 


Credit 

Churning 

101 


et  the  “churners”  squeezing  credit  card  issuers  for  free  stuff 


O  Apply  for  a  credit 


with  a  sign-up  bonu 


‘They  want  no  one  else  to  talk  about  it” 


)an  Miller,  who’s  married  with  six 
kids,  lives  in  Cincinnati.  Their  family 
reunion  was  at  Lake  Tahoe.  Getting 
eight  people  across  the  country 
would  have  cost  a  small  fortune.  So  he 
churned  them  there. 

Miller  is  a  credit  card  churner,  one 
of  thousands  of  people  who  try  to  pry 
travel,  cash,  and  other  perks  from 
credit  card  rewards  programs.  Their 
common  traits  are  a  keen  eye  for  deals 
and  an  obsessive  determination  not  to 


With  credit  card  companies  offering 
some  of  their  most  generous  perks 
ever,  churning  is  increasingly  alluring. 

It  can  be  risky.  There’s  the  temptation 
to  spend  more  to  amass  more  rewards; 
if  that  leads  to  carrying  a  balance, 
rewards  cards  tend  to  levy  higher  rates 
than  other  cards.  Having  multiple  cards 
means  there  are  multiple  chances  to 
trip  up  and  make  a  costly  late  payment. 
Mortgage  lenders  don’t  like  to  see  too 
many  cards.  At  worst,  a  would-be 


Cancel  the  card 


pay  when  they  can  make  somebody 
else  do  so.  They  meet  up  online  to  share 
strategies,  including  in  a  Reddit  forum 
jat  has  42,000  subscribers,  double  the 
number  a  year  ago.  Miller,  a  computer 
programmer,  writes  a  blog  about  it-one 
of  dozens  on  the  subject. 

Still;  many  churners  online  urge 
one  another  to  be  secretive  about 
their  hobby,  worrying  that  if  it  gets  too 
popular,  cafcj  companies  will  end  the 
freebies.  The  idea  is  to  take  out  credit 
cards  that  offer  generous  rewards  at 
sign-up,  squeeze  out  as  many  perks  as 
possible,  pay  the  bills  in  full,  and  then 
move  on.  A  churner  can  accumulate 
dozens  of  cards  in  the  process. 

“I  thought  there’s  no  way  you  cat 
apply  for  that  many  cards,”  says  Frank 
Leppar,  another  blogger  who’s  signed 
up  for  16  cards  over  the  past  16  months 
and  racked  up  more  than  2  million 
rewards  points.  He  just  got  back  from 
a  free  trip  to  Japan  and  is  planning 
another  to  Italy.  Getting  approved  “is 
not  much  of  an  issue,”  he  says.  “They 
don’t  stop  you  at  all.” 


churner  could  let  debt  spiral  out  of 
control  and  ruin  her  credit  rating. 

Churning  can  start  simply.  To  get  a 
credit  card’s  sign-up  bonus  of  30,000 
redeemable  points,  for  example,  you 
might  need  to  spend  $1,000  on  the 
card  in  three  months.  Easy  enough.  To 
really  pile  up  the  rewards,  you  need  to 
apply  for  several,  similarly  generous 
cards  at  the  same  time.  Miller  and  his 
wife  have  43  cards,  not  counting  more 
than  20  they’ve  opened  and  closed  in 
the  past  few  years. 

The  Millers  took  out  two  Southwest 
Airlines  rewards  cards  that  came  with 
50,000-point  sign-up  bonuses.  They 
did  something  similar  with  Chase 


300  miles  from  home.  So  they  used 
points  from  a  hotel  credit  card  to  cover 
overnight  stays  near  the  airport  before 
and  after  their  flight. 

Banks  generally  won’t  let  people 
take  out  lots  of  cards  unless  they  have 
stellar  credit.  Even  for  a  diligent  bor¬ 
rower,  reading  the  fine  print  and  opti¬ 
mizing  so  many  credit  cards  and 
rewards  programs  can  be  a  huge  under¬ 
taking.  Leppar  and  Miller  say  they 
spend  an  hour  or  more  a  day  on  their 
hobby,  and  that’s  after  years  of  practice. 
Some  churners  keep  spreadsheets  to 
track  their  cards.  On  churning  forums, 
“everybody  wants  in,”  says  Leppar,  who 
used  to  help  run  the  Reddit  group.  “And 
then  when  they  get  in,  they  want  no  one 
else  to  talk  about  it.” 

Do  banks  care?  “The  banks  would 
be  happier  if  it  didn’t  happen,”  says 
Edward  Niestat,  a  payments  consultant 
at  Novantas,  a  bank  advisory  firm.  “But 
nobody  is  losing  a  lot  of  sleep  about 
it.  These  guys  think  of  themselves  as 
bigger  heroes  in  their  own  mind  than 
the  bank  ever  thinks  of  them.” 

Sean  Clark,  a  senior  manager  at  1 
Auriemma  Consulting  Group,  says 
banks  are  using  rewards  to  compete  for 
a  valuable  demographic:  affluent  con¬ 
sumers  who  travel  often  and  put  a  lot 
of  purchases  on  thjgk’rards.  Churners 


Go  to  Miami  for  FI 


cards,  whose  points  can  be  transferred 
to  book  Southwest  tickets.  All  that, 
and  a  companion  pass  earned  from 
Southwest’s  rewards  program,  got  the 
eight  Millers  to  Lake  Tahoe  and  back. 

It  was  easier  to  fly  out  of  Chicago, 


remain  a  tiny  fraction  of  this  market. 
Many  people  don’t  want  the  head¬ 
ache  of  maxing  out  dozens  of  rewards 
programs,  he  says.  The  rewards  may 
simply  entice  them  to  put  more  on  their 
plastic,  letting  the  issuer  earn  more 


interest  on  balances.  According  to  a 
Federal  Reserve  Bank  of  Boston  paper, 
two-thirds  of  all  card  users  age  25  to  50 
carry  a  balance. 

That  said,  there  are  signs  the  big 
issuers  have  had  enough  of  hard¬ 
core  churners.  Churning  sites  are  full 
of  speculation  about  a  new  rule  at 
JPMorgan  Chase  that  they  say  cuts  off 
new  cards  to  anyone  who’s  applied  for 
five  others  in  the  previous  24  months. 
Paul  Hartwick,  a  Chase  spokesman, 
says  he  couldn’t  confirm  the  rule,  but 
adds,  “We  may  decline  customers  who 


be  with  the  change  in  the  political 
landscape?”  asks  Fab,  a  retired  Ford 
Canada  employee,  who  declined  to 
discuss  individual  presidential  candi¬ 
dates.  He  also  pointed  to  the  American 
dollar’s  strength-it’s  raised  the  payoff, 
in  Canadian  dollars,  from  selling  his 
house.  “I’d  rather  have  my  money  in 
my  pocket,”  he  says. 

Canadians  who  collected  Sun  Belt 
bargains  after  the  2007-09  housing 
crash  have  shifted  from  buying  to 
selling.  They’re  locking  in  gains  from 
real  estate  appreciation  plus  the 


Spend  ej  grand 
in  three  months 


have  applied  for  multiple  cards  in  a 
short  period  of  time.” 

Churners  should  still  be  able  to  get 
some  nice  perks,  according  to  Leppar, 
but  it’s  getting  harder.  “For  people  who 
game  the  system,”  he  says,  “it  may  be 
over  as  I  know  it.”  — Ben  Steverman 

The  bottom  line  Churners  go  online  to  trade 
strategies  for  maximizing  card  rewards.  The  cost: 
?tons  of  time  and  the  risk  of  racking  up  debt. 


Real  Estate 


Making  Canada 
Home  Again 


►  Snowbirds  look  to  cash  out  of 
their  U.S.  Sun  Belt  getaways 


►  Agents  lament:  “Anybody  got  any 
Canadian  buyers?” 

Fitful  financial  markets  and 
signs  of  a  real  estate  slow¬ 
down  in  southwest  Florida  so 
unnerved  Canadians  Fab  and 
Christa  Michetti  that  in  March  they 
sold  one  of  their  two  vacation  homes 
there.  The  isolationist  talk  in  the  U.S. 
Republican  primary  campaign  didn’t 
help  calm  them  either. 

“How  safe  are  my  assets  going  to 


30  percent  rise  in  the  greenback  vs. 
their  home  currency  over  five  years. 

The  stronger  U.S.  dollar  has  also  made 
maintenance  costs,  property  taxes,  and 
homeowners  association  dues  on  U.S. 
homes  more  expensive  for  Canadians. 

“The  Canadian  way  is  you  use 
common  sense,”  says  Carol  Bezaire, 
vice  president  for  tax  and  estate  plan¬ 
ning  at  Mackenzie  Investments  in 
Toronto.  “If  you  made  a  profit,  how 
much  do  you  need  to  make  before  you 
decide  to  pull  out?  You  get  the  money 
out  and  get  it  working  somewhere  else.” 

Naples,  Fla.,  where  the  Michettis  sold 
their  house,  has  been  one  of  the  hottest 
second-home  markets  in  America, 
thanks  in  part  to  Canadian  “snowbirds” 
escaping  the  cold  winter.  Prices  rose 
8  percent  over  the  past  year-but  sales 
volume  plunged  19  percent  in  the  first 
quarter,  possibly  a  sign  of  slower  appre¬ 
ciation  ahead.  Waning  interest  from 
Canadians  has  exacerbated  an  increase 
in  the  inventory  of  homes  for  sale, 
which  is  up  33  percent  from  a  year  ago. 
Transactions  are  also  down  in  once- 
booming  getaway  cities  such  as  Palm 
Springs,  Calif. 

In  the  Phoenix  area-which  includes 
Scottsdale,  popular  with  vacationers- 
Canadians  purchased  only  no  homes 
in  the  first  quarter,  down  from  a  peak 
of  1,454  in  the  second  quarter  of  2011, 
according  to  Mike  Orr  of  the  Cromford 
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Report,  a  website  about  the  region’s 
housing  market.  Sellers  from  Canada 
outnumber  buyers  5  to  1,  he  says. 

The  pullback  among  Canadian 
buyers  comes  at  a  precarious  time  for 
pricey  U.S.  vacation-home  markets, 
as  soaring  property  prices  and  stock 
market  volatility  give  discretionary 
buyers  pause.  Last  year  about  920,000 
vacation  properties  changed  hands 
nationwide,  down  almost  19  percent 
from  a  high  in  2014,  according  to  the 
National  Association  of  Realtors  (NAR). 

“They  gave  us  a  heyday  for  a  while,” 
Kelly  Trembley,  a  real  estate  agent  with 
Bennion  Deville  Homes  in  La  Quinta, 
Calif.,  says  of  buyers  from  the  north. 
When  he  meets  other  agents  now,  he 
adds,  “they’re  all  saying,  ‘Anybody  got 
any  Canadian  buyers?’  ” 

Inventory  began  rising  at  the  end 
of  last  year  because  vacationers  saw 
an  opportunity  for  a  currency  play, 
says  Joshua  Devane,  an  agent  with 
Bennion  Deville  who  works  in  the 
Palm  Springs  area.  The  U.S.  dollar  in 
January  was  at  its  highest  level  relative 
to  the  Canadian  currency  since  2003. 
“Everybody  got  the  same  idea,  and 
inventory  in  the  market  became  a  little 
bit  flooded,  which  makes  it  difficult  to 
move  properties,”  says  Devane. 

Until  last  year,  Canadians  were  the 
top  international  buyers  of  U.S.  real 
estate.  At  14  percent  of  foreign  sales, 
they’ve  slipped  to  No.  2,  behind  the 
Chinese,  according  to  an  NAR  survey. 

The  looming  U.S.  election  may  be 
speeding  up  the  decision  to  sell.  “If 
Mr.  Trump  does  become  president,  do 
you  have  visa  restrictions,  and  does 
that  impact  snowbirds?”  asks  Bezaire 
of  Mackenzie.  Lawrence  Yun,  chief 
economist  for  the  NAR,  says  such  ► 


Maybe  It’s  Not  That  Cold  After  All ... 

The  cost  of  a  Canadian’s  lis  U.S.  lawn  bill 
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By  2016  it  rose  to 
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Protests  Crashing  Warren’s  Party 

The  Berkshire  Hathaway  shareholder  meeting  in  Omaha,  on 
April  30  this  year,  is  always  a  draw  for  Warren  Buffett  fans.  It’s 
also  a  magnet  for  protests.  — Noah  Buhayar  and  Emma  Orr 


Abortion 

Buffett’s  support  for 
family  planning  and 
reproductive  rights  has 
made  his  meeting  a 
target  for  anti-abortion 
groups.  In  2003 
he  halted  a  charity 
program  at  Berkshire 
after  some  donations 
drew  boycott  threats. 
Buffett  and  his  family 
still  give  to  family¬ 
planning  causes. 


DQ  franchisees 

Treats  from  Dairy 
Queen,  a  Berkshire 
holding,  add  to  ttyfe 
charm  of  the  yearly 
meeting.  But  in/2004 
a  move  to  redesign 
some  restaurants 
around  a  “Grill  &  Chill’’ 
concept  upset  some 
franchisees  worried 
about  the  cost.  They 
put  up  a  billboard  on 
Omaha’s  1-480. 


Darfur 

In  2007,  Mia  Farrow  and 
other  activists  pushed 
Berkshire  to  sell 
holdings  in  PetroChina. 
The  oil  company’s 
parent  held  reserves 
and  pipelines  in  Sudan, 
whose  government  was 
accused  of  supporting 
genocide  in  Darfur. 
Shareholders 
voted  down  the 
proposal. 


Pollution 

Protesters  brought  an 
8-foot-tall  papier-mache 
asthma  inhaler  in  2012 
to  draw  attention  to 
local  pollution  from  a 
rail  yard  that  Berkshire’s 
BNSF  unit  wanted  to 
build  in  California. 
BNSF  said  the 
terminal  would 
cut  emissions  by 
eliminating  some 
truck  trips. 


Pilots 

Labor  struggles  have 
often  dogged  NetJets, 
the  luxury  aviation  unit 
at  Berkshire.  In  2015 
tensions  spilled  over 
to  the  annual  meeting, 
as  a  few  hundred  pilots 
and  family  members 
picketed  outside.  By  the 
end  of  last  year,  a  new 
management  team  at 
NetJets  reached  a  deal 
with  the  pilots. 


Climate  change 

To  bring  attention  to 
the  issue,  the  Nebraska 
Peace  Foundation, 
which  owns  one 
$220,340  share,  wants 
Berkshire  to  disclose 
how  climate  affects  its 
insurance  subsidiaries. 
Climate  scientist 
James  Hansen 
is  set  to  speak 
on  behalf  of  the 
resolution. 


◄  uncertainties  give  Canadians  an  extra 
push  “to  make  the  decision  this  year 
rather  than  after  the  election.” 

Fab  Michetti  says  he’ll  consider 
buying  again  if  there’s  another  down¬ 
turn.  “It’s  a  gut  feel  that  says,  ‘If 
you’re  not  certain  of  things,  get  on 
the  sidelines  and  watch  the  parade  go 
by,’  ”  he  says.  — Prashant  Gopal 


The  bottom  line  Canadians  have  slipped  behind 
the  Chinese  as  the  top  foreign  buyers  of  U.S.  real 
estate.  It’s  about  exchange  rates— mostly. 


Banking 


A  Board  Uproar  at 
Deutsche  Bank 


►  A  lawyer  asks  a  lot  of  questions 
and  clashes  with  the  chairman 


►  “The  company  needs  to  return  to 
calmer  waters” 

Georg  Thoma,  a  lawyer,  and  Paul 
Achleitner,  a  banker,  worked  together 
for  more  than  two  decades  moderniz¬ 
ing  corporate  Germany.  In  2013,  when 
Achleitner  needed  a  specialist  to  solve 
the  multibillion-dollar  legal  headaches 
at  Deutsche  Bank,  where  he  was 
chairman,  he  proposed  his  friend  join 
the  supervisory  board. 

But  now  Thoma  has  turned  on 
him.  The  conflict  has  burst  into  the 
open,  deepening  the  troubles  at 
Germany’s  dominant  financial  insti¬ 
tution.  Thoma’s  intensive  efforts  to 


investigate  Achleitner  and  Deutsche 
Bank  executives  have  left  him  isolated, 
according  to  at  least  two  board 
members  who’ve  spoken  out  against 
him  in  public.  The  bank’s  20-person 
supervisory  board,  scheduled  to  meet 
on  April  27  and  28,  was  expected  to 
discuss  Thoma,  according  to  a  person 
familiar  with  the  matter.  The  lawyer 
may  be  pressured  to  step  down  from 
the  board. 

Thoma’s  probes  have  been  fraying 
his  relationships  on  the  board  at  least 
since  2014.  Last  year  he  sought  co- 
Chief  Executive  Officer  John  Cryan’s 
approval  for  an  investigation  into 
Chairman  Achleitner’s  role  in  the 
bank’s  response  to  a  U.IC.  investiga¬ 
tion  of  the  company’s  London  inter¬ 
bank  offered  rate-setting  practices, 
according  to  people  familiar  with  the 
matter.  The  bank  agreed  in  2015  to  pay 
a  record  $2.5  billion  in  fines  to  U.S. 
and  U.K.  authorities  to  settle  charges 
that  several  employees  helped  rig 
Libor,  used  as  a  benchmark  for  loans 
around  the  world.  A  Deutsche  Bank 
spokesman  declined  to  comment 
on  behalf  of  the  institution  and 
Achleitner.  Thoma  didn’t  respond  to 
requests  for  comment. 

“The  current  infighting  is  simply  a 
reflection  of  the  frustration  current 
board  members  are  feeling  as  they 
attempt  to  clean  up  the  mess 
caused  by  earlier  bank  transgres¬ 
sions,”  says  Mark  Williams,  a  lec¬ 
turer  at  Boston  University  and 
author  of  Uncontrolled  Risk,  a  book 
on  the  rise  and  fall  of  Lehman 
Brothers.  “The  extent  of  open 


infighting  is  not  healthy  and  points  to  a 
bank  that  still  has  not  fixed  its  corporate 
governance  issues.” 

Cryan  was  appointed  co-CEO  last 
year  to  turn  around  a  bank  beset  with 
regulatory  and  business  issues.  Its 
shares  are  down  more  than  40  percent 
in  the  past  12  months.  In  addition  to 
legal  costs,  a  trading  slump  has  eroded 
revenue,  compounding  concerns  that  it 
can’t  earn  enough  to  fund  the  overhaul. 
The  bank  paid  or  set  aside  more  than 
€12  billion  ($13.6  billion)  to  cover  fines 
and  lawsuits  from  2012  through  2015, 
helping  wipe  out  profits  in  the  period. 

Thoma’s  conflict  with  the  board 
became  more  public  on  April  24. 

Deputy  Chairman  Alfred  Herling  criti¬ 
cized  him  in  the  newspaper  Frankfurter 
Allgemeine  Sonntagszeitung,  saying  he 
was  going  too  far  and  spending  too 
much  in  probing  potential  wrongdoing. 
The  paper  cited  another  board  member 
saying  that  while  the  bank  needed  to  be 
diligent  working  through  legal  issues,  it 
had  to  be  able  to  move  on.  The  costs  for 
Thoma’s  investigations  are  “no  longer 
proportionate,”  Herling  told  the  paper. 
Reached  the  following  day,  he  con¬ 
firmed  the  comments  attributed  to  him 
but  said  he  had  nothing  to  add. 

Michael  Hiinseler,  a  money  manager 
at  Assenagon  Asset  Management, 

A  which  holds  some  of  the  bank’s 
bonds,  says  the  legal 
issues  remain  a  concern 
for  investors.  “We’d  prefer 
Deutsche’s  manage¬ 
ment  to  focus  on  getting 
the  bank  back  in  shape 
and  not  being  distracted 


“The  bank  has  to 
focus  on  the  future 
and  its  success, 
so  it  is  a  legitimate 
question  whether 
you  can  delve 
too  deeply.” 

- Analyst  Michael 

Seufert 
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by  internal  disputes,”  he  says. 

Achleitner  tapped  Thoma  as  part 
of  an  overhaul  to  bring  in  more  legal 
and  finance  specialists.  The  lawyer, 
who’s  with  the  firm  Shearman  & 
Sterling,  has  been  leading  a  board 
committee  that  monitors  and  analyzes 
legal  risks.  Achleitner  told  colleagues 
at  the  time  Thoma  joined  the  board 
that  his  experience  would  be  a  boon, 
because  post-financial-crisis  scandals 
were  just  beginning  to  hit  European 
banks,  according  to  a  person  familiar 
with  the  matter. 

There  was  a  personal  connection, 
too.  The  friendship  between  Achleitner 
and  Thoma  went  back  decades.  The 
two  men  worked  on  the  privatiza¬ 
tion  of  the  eastern  German  chemicals 
industry  after  the  fall  of  commu¬ 
nism.  When  Achleitner  was  at  Allianz, 
Thoma  advised  the  insurer  on  its 
purchase  of  Dresdner  Bank  and  on 
the  subsequent  sale  of  the  lender  to 
Commerzbank  in  2008. 

“Georg  Thoma  is  without  a  doubt 
one  of  the  distinguished  lawyers  in 
Germany,”  Achleitner’s  wife,  Ann- 
Kristin,  said  in  a  speech  in  2005. 

With  Deutsche  Bank  embroiled  with 
regulators  and  prosecutors  in  the  U.S. 
and  the  U.K.,  Thoma  has  expressed 
increasing  concern  about  his  own  per¬ 
sonal  liability  and  that  of  his  board  col¬ 
leagues,  says  one  person  familiar  with 
the  situation. 

Achleitner  and  Thoma  have  clashed 
in  front  of  other  supervisory  board 
members,  say  people  who’ve  seen  them 
squabble.  The  conflicts  erupted  over  big 
strategic  issues  as  well  as  smaller  ones, 
one  says.  Thoma’s  internal  probes  may 
have  incurred  €14  million  in  legal  costs 
for  2014  alone,  says  one  of  the  people 
familiar  with  them. 

Analyst  Dieter  Hein,  at  Fairesearch- 
Alphavalue  near  Frankfurt,  says  Thoma 
is  “doing  his  job.”  Hein’s  firm  has  a  sell 
recommendation  on  Deutsche  Bank’s 
shares.  “The  company  needs  to  return 
to  calmer  waters,  and  to  do  that,  the 
supervisory  board  needs  to  determine 
what  went  wrong,”  he  says. 

Michael  Seufert,  an  analyst  at 
Norddeutsche  Landesbank  in  Hanover, 
says  the  issue  isn’t  that  clear-cut.  “The 
bank  has  to  focus  on  the  future  and  its 
success,  so  it  is  a  legitimate  question 
whether  you  can  delve  too  deeply,” 
says  Seufert,  who  has  a  hold  rating 
on  the  shares.  “Deutsche  Bank  and 


the  wider  industry  have  changed  so 
much  over  the  last  few  years  that  our 
understanding  of  what  is  inappropri¬ 
ate  today  doesn’t  necessarily  reflect 
the  practices  of  the  past.”  — Nicholas 
Comfort  and  Ambereen  Choudhury 

The  bottom  line  Deutsche  Bank  brought  an 
attorney  onto  its  supervisory  board  to  help  manage 
legal  risk.  He  hasn't  been  popular. 


Art  Market 

Auction  Houses  Get  Hit 
By  Their  Own  Hammer 

►  “Enhanced”  sales  mean  handing 
back  commissions  to  collectors 

►  “They’d  do  anything  to  get  the 
deal  away  from  the  competition” 

The  bids  spiraled  higher  and  higher 
until-bang!-the  hammer  fell:  Sold, 
for  $62.75  million. 

A  sense  of  relief  rippled  through 
the  elegant  Manhattan  headquarters 
of  Sotheby’s  in  November  when  a 
celebrated  painting  by  Cy  Twombly, 
Untitled  (New  York  City),  set  an  auction 
record  for  the  artist.  For  behind  the 
heady  price  was  a  hard  business 
reality:  Even  as  the  crowd  was  sipping 
Champagne  earlier  that  evening, 
Sotheby’s  was  still  frantically  wooing 
the  buyer,  putting  together  a  complex 
deal  to  secure  his  bid.  Having  also 
made  concessions  to  the  Twombly’s 
seller,  the  auction  house  ended  up 
giving  up  much  of  its  own  cut  for 
selling  the  masterpiece,  according  to 
people  familiar  with  the  sale. 

Like  many  works  of  art  these  days, 
the  1968  Untitled  was  sold  under 
what’s  politely  known  as  the  enhanced 
hammer,  which 
means  the  seller 

got  more  than  the  price  announced 
when  the  hammer  fell.  In  essence, 
much  of  the  commission  paid  by  the 
buyer  to  the  auction  house  ends  up 
going  to  the  seller.  In  the  Moet-and- 
beluga  auction  trade,  these  sweet  deals 
are  telegraphed  in  code.  A 105,  for 
instance,  means  the  seller  gets  an  extra 
5  percent  on  top  of  the  hammer  price. 

Since  2009,  art  prices  have  soared 
and  sales  have  more  than  doubled.  But 
a  war  for  market  share  has  broken  out 


between  the  two  big  auction  houses, 
Sotheby’s  and  Christie’s.  “They’ve 
been  making  absolutely  absurd  deals 
just  to  be  seen  selling  this  Koons  or  that 
Rothko,”  says  David  Nash,  co-owner  of 
the  Mitchell-Innes  &  Nash  gallery  and 
a  former  Sotheby’s  executive.  “They’d 
do  anything  to  get  the  deal  away  from 
the  competition.” 

The  Sotheby’s  commission  margin- 
revenue  from  commissions  as  a  per¬ 
centage  of  auction  sales-has  dwindled 
to  about  14  percent  from  21  percent  in 
2009,  though  the  fees  were  still  worth 
more  overall,  according  to  company 
filings.  Christie’s,  a  closely  held 
company,  isn’t  required  to  report  finan¬ 
cial  results,  but  it’s  been  known  to  offer 
an  enhanced  hammer  as  well.  Last  May, 
when  the  house  auctioned  off  a  piece 
owned  by  Sheldon  Solow-a  sculpture 
by  Alberto  Giacometti  that  went  for  a 
$126  million  hammer  price-it  handed 
much  of  its  $15.3  million  in  fees  back 
to  the  real  estate  developer,  accord¬ 
ing  to  a  person  familiar  with  the  matter. 
Representatives  for  Christie’s  declined 
to  comment  on  the  deal,  and  Solow 
didn’t  return  phone  calls. 

Auction  executives  have  been  willing 
to  cut  deals  on  certain  higher-profile 
sales  in  hopes  of  generating  buzz  and 
better  prices  for  other  works.  Even 
if  the  house  fares  poorly  on  one  lot 
in  a  given  auction,  it  might  still  profit 
on  “the  economics  of  the  entire  ► 


Markets/Finance 


Bid/As 


$815m 

Gannett  bids  for  Tribune  Publishing.  If  Tribune  accepts,  the 
publisher  of  USA  Today  would  add  the  Los  Angeles  Times  and  the 
Chicago  Tribune  to  its  empire.  Tribune  Chairman  Michael  Ferro  said 
it  was  “ungentlemanly”  for  Gannett  to  make  its  offer  public.  Print 
journalism  has  been  consolidating;  70  daily  newspapers  were 
acquired  last  year  for  a  combined  $827  million. 


$39b 

Australia  orders  12  submarines.  DCNS,  a  French  defense 
contractor,  won  the  business,  beating  competitors  from  Japan 
and  Germany. 

$3.4b 

Ardagh  Group  bids  on  tin-can  plants.  Ball  and  Rexam,  the 
world’s  two  largest  beverage-can  makers,  are  shedding 

20  plants  in  Brazil,  Europe,  and  the  U.S.  as  they  merge. 

$3b 

Comcast  may  buy  DreamWorks  Animation.  Executives  are 
talking  about  a  deal  for  the  animation  studio.  The  Wall  Street 
Journal  reported  the  possible  price  tag. 

$2.2b 

Mil  H 
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mm  +  + 

ExamWorks  is  sold.  Private  equity  shop  Leonard  Green  & 
Partners  bought  the  company,  which  verifies  illnesses  and 
injuries  for  insurers,  employers,  and  government  agencies. 

$1.4b 

New  landlords  at  Manhattan’s  Sony  building.  Olayan  America, 
a  Saudi  investment  conglomerate,  and  London-based  Chelsfield 
Group  acquired  the  37-story  Madison  Avenue  property. 

JL  f+\  ^  AstraZeneca  sells  its  gout  drug.  Ironwood  Pharmaceuticals 

)  J  bought  the  U.S.  rights  to  Zurampic,  a  newly  approved  treatment. 

f  Vj/  III  The  deal  gives  AstraZeneca  royalties  on  future  sales. 

$127n 

Nike  wins  the  Wolverines.  Under  the  sneaker  giant’s  11-year 
contract  with  the  University  of  Michigan,  it  will  supply  $57  million 
in  apparel.  The  school’s  deal  with  Adidas  ends  in  July. 

◄  sale,”  says  Evan  Beard,  national  art 
executive  at  U.S.  Trust. 

The  enhanced  hammer  is  only 
one  tool  the  houses  are  using.  When 
Sotheby’s  auctioned  off  the  Twombly, 
it  gave  the  seller,  Los  Angeles  art 
patron  Audrey  Irmas,  most  of  its 
$7.8  million  buyer  fee,  say  the  people 
familiar  with  the  matter,  on  top  of  the 
hammer  price.  It  also  made  a  risky 
agreement  with  the  buyer,  hedge  fund 
manager  Daniel  Sundheim:  According 
to  a  financial  filing  by  Sotheby’s  with 
New  York  state  and  people  familiar 
with  the  deal,  the  house  let  the  collec¬ 
tor  pay  for  the  Twombly  largely  with 
an  art  swap.  Sundheim  pledged  to 
consign  seven  other  works,  including 
a  Warhol  and  a  Basquiat,  with  a  com¬ 
bined  estimated  value  of  $50  million 
to  $75  million.  Sotheby’s  guaranteed 
him  minimum  prices  for  the  pieces- 
a  move  that  would  leave  the  house  on 
the  hook  if  prices  fall  short.  Sotheby’s, 
Sundheim,  and  Irmas  all  declined 
to  comment. 

A  new  management  team  at 
Sotheby’s,  led  by  Chief  Executive 
Officer  Tad  Smith,  seems  less  willing 
to  trade  profits  for  market  share.  In 
February  he  told  analysts  that  the  deal¬ 
making  remains  “fairly  significant” 
for  highly  competitive  collections,  but 
also  that  he’s  seeing  signs  of  fewer  give- 
backs  on  single  consignments.  The 
same  goes  for  Christie’s.  “We’re  trying 
to  recalibrate  the  market  and  persuade 
the  sellers  to  come  to  a  more  realis¬ 
tic  point  of  view,”  says  Brett  Gorvy, 
global  head  of  postwar  and  contempo¬ 
rary  art  at  the  London-based  house. 
“We  believe  that  if  we  work  very  hard 
and  create  value  for  the  consignor,  we 
should  be  paid  for  it.” 

Will  collectors  be  willing  to  forgo 
deals  that  have  been  so  lucrative? 
Thomas  Danziger,  a  New  York  lawyer 
who  negotiates  auction  sales  for  major 
dealers,  advisers,  and  collectors,  agrees 
the  auction  houses  want  their  old  com¬ 
missions  back.  But  he  says  that  may 
not  be  so  easy,  especially  when  the 
art  market  is  showing  signs  of  cooling: 
“We’d  ask  for  enhanced  hammer  for 
anything.”  — Katya  Kazakina 

The  bottom  line  The  art  market  has  been  hot 
in  recent  years,  but  a  price  war  has  led  auction 
houses  to  give  up  some  of  their  profit  margin. 
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parking  lot  for  the  San  Francisco  49ers.  About 


3,500 


employees  and  contractors,  many  of  them  engineers 


6,000  report  to  offices  in  Singapore,  London,  and  two  doze 


includes  former  Today  show  anchor  Katie  Couric. 


250  million 


Yahoo  owns  thousands  of  patents,  the  broa 
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Guide  to  the  World  Wide  Web, 
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1  billion  users  each  rnonthandtookmaimost  $5 billion  in  reven 


is  worth  approximately 


$8bi 


in  Santa  Clara  that  was  once  seen  as  a  possible  location  for  an  expanded  headquarters  but  which  now  contains  a 


,  California,  encompasses  roughly  l  million  square  feet  of  waterfront  office  space. 


Dund  the  world  .  There’s  a  research  lab  in/srael  staffed  by 


2sto  the  entire  Saturday  Night  Live 


back  catalog,  and  an  L_J  e-mail  service  with 


D.s 


and  a  media  team  that 


as  Yahoo’s  founders  first  called  their  creation 


when  they  launched  it  22  years  ago  ,  reaches  more  than 
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You  might  think  all  of  these  assets  would  add  up  to  something,  but  you’d  be  wrong.  Yahoo,  when  looked  at  in  a  certain  way, 


By  Max 

Chafkin 

and 

Brian 

Womack 


■ 

► 

The  minus  sign  on  the  previous  page  isn’t  a  typo. 

Think  of  Yahoo  as  a  traditional  enterprise 
(with  all  the  assets  just  mentioned)  stuck  on  top 
of  a  small  safe  deposit  box.  Inside  that  box:  a  huge 
pile  of  cash,  plus  stock  certificates  of  two  Asian 
tech  companies.  Yahoo  owns  about  15  percent  of 
Internet  giant  Alibaba,  a  stake  that  would  trade  on 
the  open  market  for  roughly  $29  billion.  It  also  has 
a  36  percent  holding  (worth  about  $9  billion)  in 
Yahoo!  Japan,  a  publicly  traded  company  based  in 
Tokyo  that  long  ago  abandoned  Yahoo’s  search  tech¬ 
nology  for  Google’s.  If  you  add  up  the  cash  and  the 
stocks,  you’ll  notice  that  the  value  of  the  contents 
of  the  box  totals  $43  billion.  That’s  $8  billion  more 
than  the  market  capitalization  of  Yahoo,  $35  billion, 
which  includes  the  company  and  the  stuff  in  that 
imaginary  box.  The  implication:  Everything  you 
think  of  as  Yahoo-apps,  websites,  employees,  com¬ 
puters,  buildings-has  a  negative  value. 

A  more  charitable  analysis,  where  one  imagines 
Yahoo  selling  its  stock  and  paying  the  full  corpo¬ 
rate  tax  rate,  yields  a  depressing  result:  Its  operat¬ 
ing  business  might  be 
worth  $6  billion. 

This  discrepancy,  or 
the  “significantly  nega¬ 
tive  value”  of  Yahoo’s 
operating  business, 
as  the  hedge  fund 
Starboard  Value  put  it 
in  an  exasperated  letter 
in  November,  is  also  a 
withering  assessment  of 
Marissa  Mayer,  Yahoo’s 
chief  executive  officer, 
who  until  recently  was 
one  of  Silicon  Valley’s 
brightest  stars. 

“It’s  hard  to  get 
someone  of  this  caliber,” 
the  venture  capitalist 
Marc  Andreessen  said 
when  Mayer’s  hiring 
was  announced  in  2012. 

Andreessen  celebrated 
the  move  as  a  bold 
departure  from  what  had  been  a  series  of  ineffec¬ 
tual  CEOs-Mayer  was  the  sixth  in  five  years-who’d 
allowed  Yahoo  to  fall  behind  Google  and  Facebook. 
Investors  were  charmed,  as  were  the  media,  which 
found  in  Mayer,  40,  something  severely  lacking  in 
most  techies:  glamour.  Mayer,  “an  unusually  stylish 
geek,”  as  Vogue  described  her  in  2013,  was  the  rare 
Silicon  Valley  figure  who  could  credibly  attend  both 
an  all-night  hackathon  and  a  Met  Gala  after-party. 

Mayer’s  plan  for  Yahoo  was  straightforward,  if 
hard  to  do:  Develop  products  and  revamp  old  ones 
to  transform  the  mid-1990s-vintage  company  into 
a  startup  capable  of  exponential  growth.  It  was  an 
audacious  idea,  but  Mayer  seemed  qualified  to  pull 
it  off.  A  graduate  of  Stanford’s  Symbolic  Systems 
Program,  she  was  employee  No.  20  at  Google  and 
the  product  manager  responsible  for  the  design  of 
the  search  bar.  Partly  thanks  to  her  eye  for  simplicity, 


Google  became  not  just  a  searchable  index  of  Web 
pages  but,  for  many  users,  a  synonym  for  the  Internet 
itself.  Mayer  helped  sideline  Yahoo;  now  she  was 
going  to  help  save  it. 

Given  another  three  years-the  amount  of  time 
Mayer  recently  suggested  she  would  need  to  com¬ 
plete  a  turnaround-it’s  possible  her  high-risk  strat¬ 
egy  could  bear  fruit.  But  it  seems  less  and  less  likely 
she’ll  be  able  to  hang  on  anywhere  near  that  long. 

In  December,  SpringOwl  Asset  Management, 
a  small  activist  hedge  fund,  published  a  99-page 
litany  of  Yahoo’s  missteps,  including-by  its  cal- 
culation-$2.8  billion  spent  on  failed  acquisitions, 
$450  million  on  free  food,  $9  million  on  new  phones, 
and  $7  million  on  a  Great  Gatsby- themed  holiday 
party.  “I  don’t  think  she  has  any  management  skills,” 
says  Eric  Jackson,  managing  director  of  SpringOwl. 

Mayer  vigorously  defended  her  turnaround  in 
a  February  call  with  investors,  during  which  the 
company  also  reported  its  largest-ever  quarterly  loss. 
She  contended  that  Jackson’s  figures  for  the  food 
and  holiday  party  were  “exaggerated  by  more  than 
a  factor  of  three,”  while  characterizing  Yahoo’s  flat 
revenue  as  a  sort  of  achievement.  “Yahoo  today  is  a 
far  stronger,  more  modern  company  than  the  one  I 
joined  three  and  a  half  years  ago,”  she  said,  announc¬ 
ing  layoffs  of  15  percent  of  her  staff  and  drastic  cost¬ 
cutting  measures. 

These  moves  haven’t  mollified  investors.  In  March, 
Starboard  Value,  which  once  got  the  board  of  Darden 
Restaurants  replaced  by,  among  other  things,  criti¬ 
cizing  Olive  Garden  for  failing  to  salt  its  pasta  water, 
announced  that  it  would  attempt  to  unseat  Mayer  and 
Yahoo’s  entire  board-if  the  company  didn’t  sell  itself 
first.  (On  April  27,  Yahoo  announced  a  compromise 
with  Starboard,  giving  the  hedge  fund  four  board 
seats.)  Yahoo  is  now  in  the  midst  of  what  it  terms 
a  “strategic  review,”  a  nice  way  of  saying  “for  sale.” 
Preliminary  bids  were  due  on  April  18.  According  to 
someone  who’s  seen  them,  the  bids  for  Yahoo’s  core 
business  range  from  $4  billion  to  $8  billion-which, 
true,  would  be  a  big  step  up  from  -$8  billion.  Among 
the  candidates  are  Verizon  and  YP  Holdings,  better 
known  as  the  publisher  of  the  Yellow  Pages. 

Mayer’s  position  is  so  weak  that  when  a  Bloomberg 
Businessweek  reporter  and  an  editor  visited  the  com¬ 
pany’s  offices  in  New  York  to  press  the  case  for  an 
interview,  a  security  guard  asked,  unprompted, 
whether  Mayer  would  keep  her  job.  When  the  ques¬ 
tion  was  put  back  to  him,  he  shook  his  head,  gri¬ 
maced,  and  tugged  at  his  collar.  “Those  hedge  fund 
guys,”  he  said,  “they  really  don’t  like  her.” 

Mayer,  who  declined  multiple  requests  for 
comment,  has  said  she  hopes  to  stay  at  the  company. 
But  two  people  familiar  with  the  thinking  at  Verizon, 
the  leading  candidate,  say  that’s  not  the  plan. 

The  most  commonly  discussed  charge  against 
Mayer,  which  was  distilled  in  an  unauthorized  biog¬ 
raphy  by  Business  Insider  reporter  Nicholas  Carlson, 
Marissa  Mayer  and  the  Fight  to  Save  Yahoo!,  is  that 
she’s  guilty  of  micromanagement.  In  the  book,  Mayer 
is  depicted  as  agonizing  over  such  details  as  colors 
and  fonts  and  is  described  as  “robotic,  stuck  up,  and 
absurd  in  her  obsession  with  detail.” 


Privately,  her  defenders  suggest  these  criticisms 
of  Mayer  are  sexist.  Micromanagement  is  a  fetishized 
quality  among  many  male  CEOs-Elon  Musk,  Mark 
Zuckerberg,  and  Larry  Page  are  all  fluent  in  the 
minute  details  of  their  products.  High-risk  acquisi¬ 
tions  and  spare-no-expenses  human  resources  poli¬ 
cies  are  celebrated  practices  in  Silicon  Valley.  Mayer’s 
appointment,  her  defenders  argue,  represents  a 
perfect  illustration  of  the  so-called  glass  cliff,  where 
women  promoted  to  the  C-suite  are  set  up  for  failure. 

The  implication:  Any  turnaround  at  Yahoo  was 
probably  doomed  from  the  start.  There  are  CEOs  who 
specialize  in  extracting  cash  from  declining  compa¬ 
nies,  but  they’re  not  common  in  Silicon  Valley,  and 
Mayer,  who’s  spent  her  entire  career  at  a 
highly  profitable,  fast-growing  company, 
isn’t  one  of  them.  She’s  what’s  known 
in  the  Valley  as  a  product  person,  who, 
with  the  blessing  of  Yahoo’s  board  and 
the  enthusiastic  encouragement  of  her 
peers,  focused  on  an  aggressive  revamp  j 
of  Yahoo’s  product  portfolio,  treating  L  T 
a  stagnating  media  company  as  if  it 
were  Google  or  Facebook  or  the  next 
big  unicorn.  Instead  of  scaling  back 
Yahoo’s  ambitions  (which  would  have 
certainly  meant  huge  and  immediate 
layoffs),  she  followed  a  well-worn  path  of 
tech  evangelists  who’ve  attempted  long- 
shot  corporate  reinventions-for  instance,  former 
Apple  retail  chief  Ron  Johnson  and  his  short-lived 
rebranding  of  JCPenney,  or  Facebook  co-founder 
Chris  Hughes,  who  had  a  brief  and  controversial  stew¬ 
ardship  of  the  New  Republic  magazine.  “It’s  like  a 
39-year-old  home  run  hitter  who  keeps  swinging  for 
the  fences,”  says  Aswath  Damodaran,  a  professor  of 
finance  at  NYU’s  Stern  School  of  Business  and  a  Yahoo 
shareholder.  “And  all  he  does  is  keep  striking  out.” 

Revenue  solves  all  known  problems,”  pro¬ 
claimed  a  sign  outside  Mayer’s  office  at 
Google.  The  slogan,  which  was  popularized 
by  Google’s  then-CEO  Eric  Schmidt,  was  meant  as 
an  exhortation  to  businesspeople  not  to  fall  back  on 
financial  engineering  but  to  instead  keep  coming  up 
with  enormously  profitable  products  and  services. 
“It  wasn’t  until  I  came  here  that  I  understood  [the 
slogan],”  says  Dylan  Casey,  a  Yahoo  vice  president 
for  product  management  who  reported  to  Mayer  at 
Google.  “When  you  have  a  fire  hose  of  cash  coming 
in,  it’s  like,  ‘Problems?  Who  cares?’  ” 

Yahoo  once  had  a  very  fat  hose:  display  adver¬ 
tising.  But  by  the  time  Mayer  arrived  in  July  2012, 
the  use  of  its  search  engine  had  been  declining  for  a 
decade  and  more  recently,  advertising  rates  had  been 
flat.  Banner  ads  look  fine  on  desktop  computers,  but 
they  don’t  work  well  on  smaller  screens.  As  a  result, 
according  to  a  person  familiar  with  the  company’s 
finances,  Yahoo  was  earning  about  a  penny  on  mobile 
traffic  for  every  dollar  it  made  on  desktops.  Mayer 
saw  that  discrepancy  as  an  opportunity.  “The  nice 
thing  at  Yahoo,”  she  said  in  an  interview  at  the  2013 
World  Economic  Forum  in  Davos,  Switzerland,  “is  we 
have  all  the  content  people  want  on  their  phones.  We 


“I  kind  of  wish  the 
story  hadn’t  been 
told  that  Yahoo  was 
miraculously  saved 
by  Marissa” 

have  these  daily  habits.”  She  implied  that  even  Google 
might  be  vulnerable  if  Yahoo’s  apps  and  websites, 
such  as  Yahoo  Finance,  were  tailored  to  their  users, 
making  people  less  likely  to  do  traditional  Internet 
searches.  “There’s  always  opportunities  for  new  dis¬ 
ruption,”  she  said. 

Mayer  backed  up  this  bold  talk  with  several 
small  but,  to  employees,  meaningful  moves  to  ener¬ 
gize  Yahoo.  She  offered  free  gourmet  meals  in  the 
cafeteria  and  issued  employees  new  smartphones- 
a  must,  she  argued,  at  a  company  that  would  be 
developing  apps.  To  get  people  to  collaborate  more, 
she  banned  telecommuting.  She  removed  the  high- 
walled  cubicles,  making  the  offices  more  open  and 
startuplike,  and  began  hosting  weekly,  companywide 
“FYI”  meetings-a  practice  borrowed  from  Google. 
She  became  a  regular  at  Dev  Random,  an  informal 
forum  frequented  by  Yahoo’s  engineers  and  sci¬ 
entists.  Even  the  quality  of  the  coffee  improved. 
“People  were  stopping  me  in  the  halls  saying  it’s  a 
different  company,”  says  Senior  Vice 
President  Jay  Rossiter,  who  resigned 
under  Mayer’s  predecessor,  Scott 
Thompson,  and  returned  several 
months  later  under  Mayer.  “She 
made  fundamental  changes.  The  all¬ 
hands  meetings.  The  goals.  Those 
intangibles  made  a  palpable  differ¬ 
ence  in  how  people  behave.  Even  the 
free  food  thing  was  huge.” 

These  changes,  like  pretty  much  everything 
Mayer  has  done  at  Yahoo,  were  widely  and 
loudly  criticized.  Many  HR  experts,  and  Virgin 
Group  CEO  Richard  Branson,  portrayed  Mayer’s  deci¬ 
sion  to  end  Yahoo’s  work-from-home  program  as 
heavy-handed-“a  backwards  step,”  Branson  wrote  in 
a  blog  post-but  few  people  seemed  to  notice  it  was  a 
great  deal  less  cruel  than  the  50  percent  layoffs  that 
many  inside  and  outside  the  company  had  urged.  The 
free  lunches  and  phones,  while  initially  praised  as  an 
inexpensive  way  to  keep  and  attract  talent,  only  later 
became  evidence  of  Mayer’s  profligacy. 

She  did  improve  Yahoo’s  hiring.  At  companies 
like  Google  and  Facebook,  recruiting  is  often  cited 
as  the  most  important  challenge-and  she  saw  things 
no  differently.  Yahoo  had  only  about  50  engineers 
working  on  its  mobile  apps,  and  Mayer 
set  out  to  recruit  hundreds  more.  She 
oversaw  this  personally  and  led  an  ambi¬ 
tious  effort  to  acquire  small  companies 
with  talented  engineering  teams.  Yahoo 
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“It’s  as  if  Yahoo  took 
an  above-ground 
pool,  dumped  it  into 
a  bucket,  and 
said,  ‘Wow,  we’re 
really  filling  up  this 
bucket  fast’  ” 

had  customarily  spent  three  months  performing 
due  diligence  on  any  company  it  acquired;  under 
Mayer,  startups  could  be  wooed,  bought,  and  situ¬ 
ated  in  Sunnyvale  in  10  days. 

Yahoo  made  some  20  acquisitions  in  her  first 
year  on  the  job.  In  the  first  quarter  of  2013,  for 
example,  she  acquired  three  tiny  app  companies 
(Snip.it,  Propeld,  Jybe)  for  a  combined  $10  million, 
bringing  16  employees,  mostly  mobile  engineers,  to 
Yahoo,  according  to  Linkedln  searches.  Although 
$10  million  might  sound  like  a  lot  for  such  a  small 
group  of  people-roughly  half  of  whom  have  since  left 
the  company-it’s  actually  a  decent  value  by  Silicon 
Valley  standards,  where  “acquihire”  deals  typically 
go  for  $1  million  per  employee. 

Mayer  focused  much  of  her  energy  creating 
advertising  products  for  mobile  phones  and  rede¬ 
signing  Yahoo’s  apps.  Flickr,  the  widely  used  photo¬ 
sharing  service,  was  revamped,  as  was  Yahoo  Mail 
and  apps  for  News,  Sports,  Finance,  and  Fantasy 
Sports.  Nick  D’Aloisio,  who  was  just  17  years  old 
when  Mayer  bought  his  app  Summly  for  $30  million, 
adapted  the  product  for  Yahoo,  relaunching  it  as 
Yahoo  News  Digest.  The  company  also  released  a 
quirky  messaging  app,  Livetext,  that  was  designed 
to  compete  with  Snapchat  and  WhatsApp. 
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embers  of  Mayer’s  executive  team  describe 
their  boss  as  intense  and  exacting  when 
it  comes  to  product  development.  She 
conducted  weekly  reviews  with  product  manag¬ 
ers  and  personally  approved  any  new 
hire  during  her  first  few  months  on 
the  job.  “Yahoo  desperately  needed 
someone  who  would  ask  the  next 
question,”  says  Jeff  Bonforte,  a  senior 
vice  president  who  runs  most  of  the 
company’s  mobile  apps.  Until  Mayer, 

“no  one  was  saying,  ‘But  why  isn’t  it 
working?’  ”  Mayer  has  been  known  to  mHHF  1 
stop  meetings  to  correct  the  labels  on  a  chart.  That 
sort  of  thing  can  be  off-putting,  but  Bonforte  says 
it’s  a  good  thing.  “She’s  auditing,”  he  says.  “She’s 
evaluating  whether  you  have  any  competency  and 
how  worried  she  should  be.” 

Mayer’s  biggest  bet  was  on  Tumblr,  the  New 


York-based  social  network.  Like  Yahoo,  Tumblr 
had  been  struggling  to  sell  ads  and  wasn’t  increas¬ 
ing  its  audience  on  mobile  phones  nearly  as  quickly 
as  rivals  such  as  Snapchat  and  Instagram.  It  was,  in 
other  words,  another  old  company  trying  to  seem 
young.  “Tumblr  and  Yahoo  had  complementary  neu¬ 
roses,”  says  Chris  Mohney,  Tumblr’s  former  editor- 
in-chief,  who  left  a  month  before  the  acquisition  was 
announced.  Yahoo  bought  it  for  $1.1  billion  in  the 
spring  of  2013,  similar  to  what  Facebook  had  paid 
for  Instagram,  and  Mayer  promised  “not  to  screw  it 
up.”  Earlier  this  year,  Yahoo  announced  it  had  written 
down  Tumblr’s  value  by  $230  million. 

In  some  ways,  Mayer’s  strategy  has  worked. 
Yahoo’s  apps  have  received  stellar  marks  from 
both  reviewers  and  users,  and  the  company  has 
created  new  lines  of  business  that  accounted  for 
$390  million  in  revenue  last  quarter.  “Mavens  as 
a  revenue  source  didn’t  exist  at  all  in  2011  and 
was  nascent  in  2012,”  Mayer  said  proudly  on  the 
February  earnings  call,  using  an  acronym  that  stands 
for  “mobile,  video,  native  advertising,  social.”  Yahoo 
has  more  than  600  million  mobile  users,  up  from 
about  150  million  before  she  took  the  job. 

But  those  improvements  are  nowhere  near  big 
enough  to  turn  the  company  around.  “Marissa  likes 
to  present  Mavens  as  though  it  should  be  compared 
to  some  nascent  startup,”  says  SpringOwl’s  Jackson. 
But  startups,  he  points  out,  don’t  begin  with  a  billion 
users.  “It’s  as  if  Yahoo  took  an  above-ground  pool, 
dumped  it  into  a  bucket,  and  said,  ‘Wow,  we’re 
really  filling  up  this  bucket  fast,’  ”  he  says. 

And  that  traffic  isn’t  necessarily  users  delighting 
in  Mayer’s  new  products  and  telling  their  friends; 
much  of  it  comes  from  Yahoo  paying  ever-larger 
sums  to  other  companies  to  direct  their  users  to 
Yahoo’s  sites  and  apps.  It  paid  almost  $900  million 
in  traffic  acquisition  fees  in  2015,  up  from 
$200  million  in  2014.  Predictably,  Yahoo  users  are 
spending  less  and  less  time  with  its  sites.  A  report 
by  the  Information,  a  tech  news  site,  showed  that  as 
of  early  December,  the  average  time  spent  on  Yahoo 
properties  had  declined  32  percent  for  Yahoo  Mail, 
29  percent  for  the  home  page,  and  20  percent  for 
Tumblr  over  the  previous  12  months. 

And  many  Yahoo  critics  point  out  that  for  all  of 
Mayer’s  investments,  she’s  yet  to  have  a  breakout  hit. 
None  of  Yahoo’s  apps  has  cracked  the  top  50  in  the 
iPhone’s  U.S.  app  store  this  year,  according  to  data 
from  mobile  research  firm  App  Annie.  Yahoo  News 
Digest  feels  innovative,  but  it’s  less  popular  than  apps 
for  a  bunch  of  local  TV  stations;  Livetext  was  shut 
down  earlier  this  year.  Many  of  Mayer’s  high-profile 
acquihires-like  D’Aloisio,  the  programming  prodigy- 
have  left.  “A  lot  of  talented  people  saw  the  writing 
on  the  wall,”  says  Shashi  Seth,  a  former  senior  vice 
president  who  departed  in  2013. 

Even  Facebook  has  flops.  In  December  it  quietly 
discontinued  three  apps-Rooms,  Slingshot,  and  Riff- 
but  no  one  seemed  to  notice  because  the  company’s 
revenue  grew  44  percent  in  2015.  (Revenue  solves  all 
known  problems.)  Livetext’s  demise,  on  the  other 
hand,  was  described  as  a  “fiasco”  in  SpringOwl’s 
presentation.  Yahoo  employees  say  the  experience 
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was  a  perfect  expression  of  what  Silicon  Valley  types 
call  a  “fail  fast”  mentality.  (“Failure  and  speed  are 
inherently  linked,”  Mayer  said  in  a  2012  radio  inter¬ 
view.  “Failure  is  totally  OK.  As  long  as  you  fail  fast”) 
“People  got  mad  at  Livetext  as  an  example  of  some¬ 
thing  that  went  wrong,”  says  Bonforte.  “Livetext  was 
something  that  went  right.  It’s  a  sign  of  a  healthy 
company  that  will  experiment.” 

How  could  Wall  Street  and  Yahoo’s  senior  manag¬ 
ers  reach  such  different  conclusions?  Mostly  because 
they’ve  always  been  focused  on  different  parts  of  the 
business.  Yahoo’s  stock  price  shot  up  in  2013  and 
2014,  thanks  to  the  soaring  valuation  of  Alibaba.  The 
press  often  presented  the  runup  as  a  result  of  Mayer’s 
turnaround,  and  Yahoo  did  little  to  discourage  that 
perception.  During  her  first  few  months  as  CEO,  she 
resisted  calls-which  today  seem  prescient-to  lay  off 
large  numbers  of  employees.  (Mass  layoffs  would 
come,  but  years  later.)  In  mid-2013,  on  her  one-year 
anniversary,  a  group  of  Yahoo  employees  urged  col¬ 
leagues  to  “send  [Mayer]  a  personal  ‘Thank  You’ 
message  for  everything  she’s  done  for  Yahoo!  over 
the  past  year.”  The  messages  were  printed  and  bound 
as  a  coffee-table  book,  and  according  to  an  article  in 
Vanity  Fair  the  following  spring,  Yahoo  passed  out 
additional  copies  of  the  book.  “I  kind  of  wish  the  story 
hadn’t  been  told  that  Yahoo  was  miraculously  saved 
by  Marissa,”  says  Bonforte.  “I  remember  coming  here 
and  thinking,  it’s  gonna  be  so  hard.” 

In  private  meetings  with  employees,  Mayer  fre¬ 
quently  refers  to  Steve  Jobs’s  return  to  an  ailing 
Apple  Computer  in  1997  to  emphasize  that  turn¬ 
arounds  of  tech  companies  are  hard  but  not  impos¬ 
sible.  Jobs  had  been  at  Apple  for  a  decade  by  the 
time  the  iPhone  was  released.  Mayer  may  also  be 
trying  to  remind  herself  and  her  colleagues  that 
these  things  take  time. 

Of  course,  the  big  difference  between  Apple  and 
Yahoo  is  that  Apple  didn’t  have  an  extremely  valu¬ 
able  stock  portfolio  or  a  thorny  tax  situation.  Mayer 
and  Yahoo’s  investors  have  long  agreed  on  the  need 
to  separate  Yahoo  from  Alibaba.  That  would  turn 
the  stake  into  cash  while  removing  the  uncertainty 
around  Yahoo’s  valuation.  The  problem  is  that  if  the 
company  simply  sells  its  stock  portfolio,  it  could  face 
a  tax  bill  of  $10  billion  or  more.  One  way  around  this 
would  be  to  sell  Yahoo’s  core  business  to  a  company 
like  Verizon,  a  move  first  floated  by  Starboard  Value 
in  2014  but  resisted  by  Mayer.  Instead,  her  preferred 
solution  was  a  tax-free  spinoff,  a  novel  maneuver  that 
would  allow  her  to  maintain  Yahoo’s  independence- 
and  keep  her  job  as  CEO.  The  plan  was  for  Yahoo 
to  park  its  Alibaba  stock  in  a  new  company,  called 
“SpinCo,”  along  with  a  small  Yahoo  division-a  sort 
of  player  to  be  named  later  that  would  ensure  the 
Internal  Revenue  Service  treated  SpinCo  as  an  oper¬ 
ating  business  rather  than  as  a  tax  shelter.  The  new 
company  could  then  be  sold  back  to  Alibaba  tax-free. 

The  strategy  worked  for  Liberty  Interactive,  which 
spun  off  a  22  percent  stake  in  the  travel  company 
TripAdvisor  in  2014  without  paying  taxes.  But  tax-free 
spinoffs  are  controversial.  In  May  2015  an  obscure 
official-Isaac  Zimbalist,  senior  technician  reviewer, 
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Corporate  Branch  5  of  the  IRS-gave  a 
talk  at  the  Washington  bar  association 
in  which  he  suggested  that  tax-free 
spinoffs  might  be  scrutinized  more 
$i2b  closely.  Yahoo’s  stock  fell  7.5  percent 
that  afternoon. 

The  incident  didn’t  derail  Mayer’s 
plans  initially.  Yahoo’s  lawyers  insisted 
that  the  IRS  would  come  around.  But 
Mayer’s  hand  weakened  in  September 
when  the  government  declined  to 
endorse  the  deal  publicly,  as  it  had  the 
TripAdvisor  spinoff.  By  March,  Yahoo 
was  under  attack  from  Starboard  and 
was  scrambling  to  cut  costs.  Still,  Mayer 
gave  no  ground.  In  an  interview  with  Charlie  Rose, 
she  said  that  even  though  Yahoo  had  abandoned  the 
SpinCo  idea  and  would  instead  explore  selling,  the 
spinoff  would  have  worked.  She  blamed  “various 
accounting  rules”  for  hundreds  of  millions  of  dollars 
in  recent  writedowns  and  argued  that  her  turnaround 
strategy  “makes  sense.”  “We’ve  made  a  lot  of  prog¬ 
ress  over  the  past  few  years,”  she  said,  sounding  at 
once  defensive  and  resigned. 

That  Mayer  hasn’t  reinvented  Yahoo  wholesale 
has  widely  been  portrayed  as  a  failing,  but  it  seems 
just  as  likely  the  company’s  decline  is  a  function  of 
Silicon  Valley’s  ruthless  cycle  of  creative  destruc¬ 
tion.  Yahoo  was  able  to  use  inexpensive  software 
in  a  fast-growing  market  to  become  a  media  and 
technology  juggernaut  in  the  1990s;  Google  and 
Facebook  did  the  same  and  displaced  it  just  as 
quickly.  “A  tech  company  that  is  20  years  old  is 
like  a  regular  company  that  is  60  years  old,”  says 
Damodaran,  the  NYU  finance  professor. 

Mayer’s  struggles  at  Yahoo  also  underscore  that 
in  the  Valley  there  are  winners  and  smoking  craters- 
but  very  few  middle-of-the-road  successes.  Venture 
capitalists  generally  discourage  their  startups  from 
becoming  modestly  profitable  enterprises;  they  fund 
them  until  they  blow  up-one  way  or  the  other.  The 
result  of  this  system  is  a  labor  market  that’s  extremely 
fluid.  As  soon  as  a  company’s  growth  slows,  the  best 
and  brightest  start  looking  for  the  exits. 

That’s  happening  today  at  Yahoo,  despite  the 
company  having  paid  what  probably  amounts  to 
millions  of  dollars  in  retention  bonuses.  Among  the 
departures:  Chief  Marketing  Officer  Kathy  Savitt; 
Prashant  Fuloria,  senior  vice  president  for  adver¬ 
tising  products;  and  Sandy  Gould,  the  senior  vice 
president  who  oversaw  talent  acquisition  and  devel¬ 
opment.  One  of  Mayer’s  closest  allies  on  the  board, 
PayPal  co-founder  Max  Levchin,  has  also  left. 

Those  who’ve  stayed  describe  a  mood  that’s  grim, 
but  not  hopeless.  Mayer  believers  argue  that  any  crit¬ 
icism  of  her  is  simply  unfair  or  the  result  of  a  clique 
of  hedge  fund  guys  who  just  don’t  like  her.  “Marissa 
has  done  a  terrific  job  there,”  PayPal  co-founder  Peter 
Thiel  said  at  a  conference  in  April.  “She’s  been  by  far 
the  best  CEO  they’ve  had,  maybe  ever.”  He  went  on: 
“It’s  like,  even  if  Marissa  can’t  quite  get  this  restarted, 
we’re  not  going  to  hire  somebody  else.”  0 
— With  Alex  Sherman 
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ometime  in  2003,  when  he  was 

the  mayor  of  Pearl,  Miss.,  Jimmy  Foster 
got  a  visit  from  a  man  he’d  never  met.  The 
stranger,  Tim  Bennett,  came  to  City  Hall,  an 
old  brick  schoolhouse  on  Pearl’s  church-lined 
main  street.  “He  just  showed  up  in  my  office 
that  day,”  says  Foster,  “and  started  talking  about  baseball.” 
Specifically,  Bennett  wanted  to  know  if  Pearl  might  be  inter¬ 
ested  in  building  a  stadium  for  a  minor  league  team. 

A  ballpark,  it  turned  out,  was  just  the  kind  of  project  Foster 
was  looking  for.  Now  62,  with  gray  hair  and  a  potbelly,  Foster, 
who  spent  19  years  as  a  policeman  in  Pearl  before  becoming 
mayor,  was  desperate  to  help  his  hometown  shed  its  reputa¬ 
tion  as  a  poor  neighbor  of  Jackson.  “There  just  wasn’t  a  lot  of 
commercial  or  retail  in  town,”  he  says.  “And  there  wasn’t  a 
lot  of  money.”  The  sewers,  the  streets-it  all  needed  attention. 
“Having  a  baseball  team  in  Pearl? 

That  was  a  pipe  dream.” 

Nobody  had  sent  Bennett 
to  Pearl.  He  was  working  in 
construction  and  trying  to  launch 
himself  as  a  dealmaker.  “I  was 
really  a  rogue,”  he  says.  Now 
47,  he  came  to  Mississippi  from 
central  Florida,  where  his  father 
ran  a  lawn-mowing  business.  “We 
grew  up  in  a  double-wide  trailer 
with  six  of  us  and  a  bunch  of  dogs 
and  cats,”  he  says.  “And  we  cut 
grass  for  the  right  people.”  One 
of  the  lawns  Bennett  used  to  tend 
belonged  to  a  part-owner  of  the 
Tampa  Bay  Rays,  and  he  learned 
that  the  franchise’s  Double-A  team 
was  looking  to  move  elsewhere. 

Bennett  had  no  special  fond¬ 
ness  for  baseball  and  never 
played,  but  he  saw  a  chance  to 
make  some  money:  sell  a  Southern 
town  on  a  team,  get  the  Rays  on 
board,  and  collect  a  piece  of  the 
action.  He  started  in  Jackson,  the 
biggest  city  in  Mississippi,  which 
lost  its  Double-A  team  in  1999-  The 
city  wasn’t  interested,  however, 
and  the  Rays’  affiliate  wound  up  moving  to  Montgomery,  Ala. 
Bennett,  close  to  broke,  needed  a  new  team  and  a  new  town. 
If  Jackson  wouldn’t  listen,  maybe  Pearl,  a  scruffy  suburb  of 
26,000  next  door,  would. 

“Pearl  was  the  trailer  park  capital  of  Mississippi,”  Bennett 
says,  “so  that  basically  means  it  was  the  trailer  park  capital  of 
the  world.”  He  went  to  Foster’s  office  in  City  Hall  with  a  blind 
offer.  Bennett  didn’t  have  a  team  in  mind  yet,  but  he  figured  if 
the  mayor  was  willing,  he  could  find  one.  He  left  with  a  hand¬ 
shake  agreement.  “I’ll  handle  the  politics,”  he  recalls  Foster 
saying.  “You  handle  the  baseball.” 

Bennett  caught  wind  that  the  Atlanta  Braves’  Double-A 
team  in  Greenville,  S.C.,  was  coming  to  the  end  of  a  20-year 
lease  and  potentially  in  the  market  for  a  new  home.  He  saw  an 
opening.  In  December  2003,  with  negotiations  inching  along  in 
Greenville,  he  persuaded  the  Braves  to  let  him  pitch  them  on 
Pearl,  only  a  50-minute  flight  from  Atlanta  and  with  a  mayor 
eager  to  make  a  deal.  The  Braves  liked  what  they  heard.  A  few 
weeks  later,  Foster  found  himself  driving  Bennett  and  John 


Schuerholz,  then  the  Braves’  general  manager,  in  his  pickup 
truck  at  night  to  the  acres  of  swamp  near  Highway  80,  where 
a  ballpark  could  go. 

Over  the  last  15  years,  the  Braves  have 

extracted  nearly  half  a  billion  in  public  funds  for  four  new 
homes,  each  bigger  and  more  expensive  than  the  last.  The 
crown  jewel,  backed  by  $392  million  in  public  funding,  is  a 
$722  million,  41,500-seat  stadium  for  the  major  league  club  set 
to  open  next  year  in  Cobb  County,  northwest  of  Atlanta.  Before 
Cobb,  the  Braves  built  three  minor  league  parks,  working  their 
way  up  the  ladder  from  Single  A  to  Triple  A.  In  every  case, 
they  switched  cities,  pitting  their  new  host  against  the  old 
during  negotiations.  They  showered  attention  on  local  officials 
unaccustomed  to  dealing  with  a  big-league  franchise  and,  in 
the  end,  left  most  of  the  cost  on  the  public  ledger.  Says  Joel 

Maxcy,  a  sports  economist  at  Drexel 
University:  “If  there’s  one  thing  the 
Braves  know  how  to  do,  it’s  how  to 
get  money  out  of  taxpayers.” 

The  Atlanta  Braves  own  most  of 
their  minor  league  farm  system, 
including,  along  with  a  Double-A 
team,  the  Triple-A  team  in  Gwinnett 
County,  Ga.;  the  Single-A  team  in 
Rome,  Ga.;  and  lower-level  teams 
in  Danville,  Va.,  and  Lake  Buena 
Vista,  Fla.  It’s  an  unusual  arrange¬ 
ment.  Major  League  Baseball  teams 
always  manage  their  players  at 
every  level,  but  they  usually  leave 
the  day-to-day  operations  of  farm 
teams  to  independent  owners.  The 
Braves  prefer  more  control.  “We 
can  create  a  seamless  thread  all  the 
way  through  our  system,”  says  Mike 
Plant,  the  team’s  president  of  devel¬ 
opment.  The  teams  are  all  named 
the  Braves  and  wear  near-identical 
uniforms.  Even  the  “Tomahawk 
Chop”  chant  is  the  same  from 
Atlanta  to  Rome.  “We  definitely 
extend  that  Braves  brand  through 
everything  we  do,”  says  Plant. 

The  Braves  are  similarly  method¬ 
ical  about  using  other  people’s  money  to  build  their  ballparks. 
In  2001,  for  example,  while  trying  to  persuade  Rome  to  build  a 
$15  million,  5,105-seat  stadium  for  the  Single-A  Braves,  who  then 
played  150  miles  south  in  Macon,  the  Braves  brought  local  offi¬ 
cials  to  Turner  Field  for  executive  dinners  and  to  watch  games 
from  the  owner’s  box.  “It  was  hands  down  the  highlight  of  my 
life,”  then-Floyd  County  Manager  Kevin  Poe  says.  That  November, 
Rome  voters  approved  a  lcp  sales  tax  to  pay  for  the  stadium  by 
a  142-vote  margin. 

In  those  days,  the  owner’s  box  belonged  to  Ted  Turner, 
who  bought  the  team  in  1976  and  used  it  to  fill  out  program¬ 
ming  on  his  cable  superstation.  Turner  Broadcasting  System. 
Now  that  box  belongs  to  John  Malone,  the  billionaire  chair¬ 
man  of  Liberty  Media.  Malone  and  Liberty  picked  up  the 
Braves  for  $450  million  in  2007  as  part  of  a  larger  deal  with 
TBS’s  parent  company,  Time  Warner.  Malone,  75,  has  been 
assembling  and  disassembling  media  companies  for  more 
than  40  years.  His  dealmaking  helped  drive  the  rapid  expan¬ 
sion  of  the  cable  industry  in  the  U.S.,  made  him  a  billionaire 
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eight  times  over,  and  earned  him  a  reputation  as  a  master  of 
arcane  financial  engineering. 

Not  long  after  Bennett  first  visited  Pearl’s 

City  Hall,  Foster  brought  his  baseball  dreams  to  the  city’s  bond 
attorney  and  financial  adviser.  They  told  him  a  standalone 
stadium  wouldn’t  pay  for  itself,  no  matter  how  you  crunched 
the  numbers.  Foster  was  unde¬ 
terred.  He’d  been  chatting  with 
Bass  Pro  Shops,  the  hunting  and 
outdoor  retailer,  about  opening  a 
store  in  town.  So  he  went  to  Bass 
with  the  idea  of  building  next  door 
to  a  new  stadium.  Bass  Pro  was 
interested.  Early  in  2004,  Foster 
and  Bennett  worked  with  Plant,  the 
Braves  executive,  to  outline  a  plan 
to  bring  the  team  and  a  Bass  Pro 
Shop  to  Pearl,  with  the  city  issuing 
bonds  to  pay  for  both. 

For  Plant,  who  was  still  in  talks 
with  Greenville,  Pearl’s  eagerness 
for  a  stadium  was  a  useful  bargain¬ 
ing  chip.  Greenville’s  city  manager 
at  the  time,  Jim  Bourey,  says  the 
Braves  were  clear  about  their 
expectations.  “They  said,  ‘We  have 
a  stadium  that’s  going  to  be  built  for 
us  in  Pearl,  Mississippi,’  ”  he  recalls. 

“  ‘If  you’re  going  to  be  competitive, 
you  need  to  build  a  stadium.’  ” 

Greenville  scraped  together  some 
money  to  help  pay  for  a  new  ball¬ 
park;  the  Braves  wanted  more.  On 
April  1,  Greenville  and  the  Braves 
announced  that  the  coming  season 
would  be  the  team’s  last  in  South  Carolina.  The  next  day,  Foster 
stood  at  a  podium  at  the  Mississippi  state  Capitol  in  Jackson 
before  a  crowd  of  about  200,  by  an  AP  reporter’s  estimate. 
“Ladies  and  gentlemen,  we  got  ’em,”  he  said. 

A  few  days  later,  Plant  hosted  Foster,  Bennett,  and  a  handful 
of  Pearl  aldermen  at  Turner  Field  in  Atlanta  to  watch  the  Braves 


play  the  New  York  Mets.  They  sat  in  Turner’s  personal  suite 
and  met  the  team’s  manager,  Bobby  Cox,  and  Hall  of  Fame 
slugger  Hank  Aaron.  “They  really  pulled  out  the  red  carpet 
for  us,”  Foster  says. 

Under  Pearl’s  stadium  agreement,  which  Foster  closed  in  a 
marathon  phone  session  with  Bennett  and  Plant  just  before  the 
announcement,  the  city  would  raise  $78  million  through  a  series 

of  bonds,  with  $28  million  set  aside 
to  pay  for  the  ballpark.  “The  whole 
deal  was  very  much  behind  closed 
doors,”  says  Michael  Hotchkiss,  a 
Pearl  native,  then  an  editor  at  the 
Clarion-Ledger.  “By  the  time  it  was 
public,  the  whole  thing  was  done.” 

The  terms  span  almost  5,000 
pages  in  three  dusty  blue  hard¬ 
cover  books  now  kept  in  a  window¬ 
less  backroom  at  the  law  offices  of 
Bob  Wood,  the  Pearl  bond  attor¬ 
ney  who  worked  on  the  deal. 
“Unless  you  were  involved  in  it,  you 
couldn’t  know  all  the  ins  and  outs 
because  it’s  a  flipping  huge  book,” 
says  Brad  Rogers,  Pearl’s  current 
mayor.  Rogers,  46,  is  sitting  in  the 
conference  room  in  City  Hall.  He 
slowly  taps  both  feet  on  the  floor 
and  drums  his  finger  on  the  long 
wood  table.  After  weeks  of  unan¬ 
swered  phone  calls,  he  agreed  to  an 
interview  when  a  reporter  showed 
up  unannounced.  The  bond  books 
for  Trustmark  Park,  as  it’s  now 
called,  detail,  among  other  things, 
how  Pearl  paid  Bennett  a  finder’s 
fee  of  more  than  $1  million,  about 
a  fifth  of  what  the  town  collects  each  year  in  property  taxes. 

Pearl  planned  to  pay  back  bondholders  through  more  than 
a  half-dozen  revenue  streams,  including  a  $1  surcharge  on 
every  game  ticket  and  half  of  the  sales  tax  from  the  Bass  Pro 
Shop.  (Bass  didn’t  respond  to  requests  for  comment.) 

The  city  also  planned  to  collect  $3  or  $4  per  car  for 


parking.  “That  didn’t  go  over  too  well,”  says  Foster.  Fans 
screamed  at  the  parking  lot  attendants  and  jumped  the  fences. 
So  Pearl  swapped  out  the  parking  money  for  a  new  sales 
tax  on  a  shopping  and  restaurant  district  near  the  ballpark. 

Altogether,  the  taxes  and  fees  were  supposed  to  be  more 
than  enough  to  pay  the  debt  back.  But  just  in  case.  Pearl 
pledged  to  cover  as  much  as  $950,000  annually  from  other 
sources  if  money  didn’t  come  in  as  planned.  It  hasn’t.  In  2014, 
the  most  recent  year  on  record,  the  city  paid  $911,748,  more 
than  5  percent  of  its  general  fund  spending  for  the  year,  to 
cover  shortfalls.  The  year  before,  it  paid  $967,944-  Rogers  says 
he  isn’t  sure  why  Pearl  paid  more  than  it  pledged. 

The  math  is  almost  always  the  same  when 

cities  build  ballparks:  Teams  keep  most  of  the  money  spent 
by  fans,  and  the  share  that  cities  get-rents,  ticket  surcharges, 
parking  fees,  cuts  of  concession  sales-is  rarely  enough  to 
keep  up  with  debt  costs,  let  alone  generate  a  surplus.  “You 
can’t  sell  enough  hot  dogs,  and 
get  a  penny  or  two  in  sales  tax, 
to  pay  off  a  $50  million  stadium,” 
says  Nola  Agha,  a  University  of 
San  Francisco  professor  of  sports 
management,  who’s  studied  minor 
league  financing. 

Cities  keep  trying,  but  the 
economic  stimulus  provided  by 
pro  sports  teams-the  parking  lots 
full  of  out-of-state  license  plates,  the 
overflowing  restaurants-is  more 
anecdotal  than  real.  Agha  looked 
at  283  cities  with  minor  league 
teams  from  1985  to  2006.  While 
she  found  modest  increases  in  per 
capita  income  in  some  cases  (mostly 
midsize  cities  with  Triple-A  teams), 
the  tax  gains  rarely  covered  stadium 
expenses.  In  another  study,  she 
found  that  people  will  sometimes 
pay  a  little  more  in  rent,  all  other 
things  being  equal,  to  be  in  a  town 
with  a  minor  league  team.  Again, 
the  increases  didn’t  justify  the  levels 
of  public  spending.  “In  general,  it 
doesn’t  pay  off,”  she  says.  “You  can 
look  at  the  numbers  up  and  down 
and  sideways.” 

In  December,  Moody’s  Investors  Service  cut  Pearl’s  debt  rating 
four  notches,  to  junk  status,  citing  ongoing  stadium  liabilities. 
Wall  Street  sees  Pearl  about  as  likely  to  repay  its  debts,  in  other 
words,  as  Detroit  just  before  it  went  bankrupt.  With  credit  this 
poor.  Pearl  can’t  borrow  money  to  fix  a  road  or  build  a  fire 
station  without  paying  interest  rates  that  might  make  a  credit 
card  user  think  twice,  assuming  it  can  even  find  a  willing  investor. 
Moody’s  also  put  Pearl  on  review  for  further  downgrades.  When 
it  asked  Pearl  for  details  on  the  stadium  deal,  the  city  brushed 
it  off.  “Nobody  but  us  needs  to  understand  how  this  ballpark 
works,”  says  Rogers,  claiming  the  downgrade  was  unwarranted. 

Foster,  who  lost  his  bid  for  a  fourth  term  in  2009,  blames  his 
successor,  Rogers,  for  the  town’s  financial  troubles.  “There  was 
more  than  enough  to  cover  those  bonds,  and  you  can’t  convince 
me  otherwise,”  he  says.  “If  there’s  still  not,  I  don’t  know  what’s 
going  on.”  Rogers  says  he  was  saddled  with  a  bad  deal  and  has 
revised  the  bonds  four  times  in  the  last  five  years.  To  help  keep 


lenders  whole,  according  to  Pearl’s  financial  adviser,  Demery 
Grubbs,  the  city  has  taken  on  more  of  the  debt  burden. 

After  the  credit  downgrade  in  December,  Rogers  looked 
to  refinance  again.  Grubbs  told  him  there  wasn’t  a  market. 
“That’s  fine  by  me,”  Rogers  says.  “We  don’t  need  any  of  the 
fancy  New  York  banks  who  don’t  understand  us.  There’s  plenty 
of  Mississippi  banks  that  will  be  happy  to  have  our  business.” 
Grubbs  says  the  town  raised  property  taxes  to  pay  back  debt 
on  the  ballpark. 

The  downgrade  is  still  news  in  Pearl.  “As  far  as  I’ve  heard, 
this  stadium  is  the  town’s  biggest  moneymaker,”  says  Bruce 
Jenkins,  an  usher  at  Trustmark  Park.  “We’re  in  the  best  shape 
we’ve  ever  been  in.”  Even  Rogers  says  the  stadium,  despite  his 
complaints  about  the  financing,  has  been  good  for  the  town. 
“How  many  people  leave  that  ballgame  and  go  down  to  the  local 
convenience  store  and  get  gas  and  a  candy  bar  and  a  drink,  or, 
I  don’t  know,  a  six-pack  of  beer  for  the  drive  home?”  he  asks. 

Plant,  too,  says  he  was  unaware  of  the  downgrade  or  the 

millions  coming  out  of  Pearl’s 
general  fund  to  cover  the  stadium 
bonds.  “It’s  the  first  time  I’ve  heard 
that,”  he  says.  When  presented 
with  details  on  Pearl’s  financials, 
he  says  the  “numbers  don’t  add 
up”  and  points  to  the  revenue  the 
team  provides.  (It  pays  $100,000  to 
$200,000  per  year  in  rent.)  He  main¬ 
tains  that  the  Pearl  deal  has  been 
a  success  for  everyone.  “The  so- 
called  sports  economists,”  he  says, 
“are  just  wrong.”  Pearl,  he  notes, 
now  has  taxpaying  businesses  where 
162  acres  of  swamp  used  to  be.  “We 
employ  a  lot  of  people,”  Plant  says  of 
the  Braves  as  a  whole.  “Those  jobs 
become  consumers.  We  have  people 
that  create  economic  impact  by 
going  to  the  restaurants  and  shop¬ 
ping  for  the  day.” 

After  Pearl,  Plant  went  to 
work  getting  a  stadium  for  the 
Triple-A  team.  In  January  2008,  the 
Gwinnett  County  board  of  super¬ 
visors  announced  a  plan  to  spend 
$45  million  on  a  new  stadium  to 
lure  the  team  from  Richmond,  Va., 
to  Lawrenceville,  just  northeast  of 
Atlanta.  “We  anticipate  it  paying  for  itself  from  Day  One,”  then- 
County  Administrator  Jock  Connell  said.  (Connell  didn’t  respond 
to  requests  for  comment.)  Costs  quickly  rose  to  $64  million,  with 
the  county  drawing  $19  million  from  its  general  fund  to  cover 
overruns.  Like  Pearl,  Gwinnett  pledged  to  make  up  any  revenue 
shortfalls.  Instead  of  padding  the  city’s  budget,  the  stadium  has 
so  far  drained  $1.6  million,  according  to  J.C.  Bradbury,  a  sports 
economist  at  Kennesaw  State  University. 

Plant  had  a  hand  in  the  Cobb  deal,  too,  which  came  together 
quickly  and  mostly  behind  closed  doors.  “There  was  no  transpar¬ 
ency,”  says  Lisa  Cupid,  one  of  the  county’s  five  commissioners. 
By  the  time  the  commission  got  the  chance  to  see  the  documents, 
the  details  had  already  been  negotiated.  Her  fellow  commission¬ 
ers,  she  says,  “were  all  just  excited  to  be  asked  to  the  dance.” 

Bennett,  the  middleman  in  Pearl,  has  no  regrets.  Whatever 
the  cost,  he  says,  the  stadium  helped  to  put  the  city  on  the 
map.  “That  deal  was  successful  for  me  personally,”  he  adds. 


His  million-dollar  finder’s  fee  helped  keep  him  afloat  while  he 
worked  on  his  most  recent  project:  a  $36  million  minor  league 
ballpark,  paid  for  in  part  with  settlement  money  from  the  BP 
Gulf  oil  spill,  for  the  Biloxi  Shuckers,  the  Double-A  affiliate  of  the 
Milwaukee  Brewers.  The  Shuckers  paid  Bennett  with  a  piece  of 
equity  in  the  team,  and  he’s  got  an  office  overlooking  the  field 
and  the  Gulf  of  Mexico.  “It’s  not  a  bad  gig,”  he  says. 

On  opening  night  at  Trustmark  Park  this 

year  in  Pearl,  the  Mississippi  Braves  can’t  score  a  run  for  the 
first  six  innings  against  the  Pensacola  Blue  Wahoos.  It  doesn’t 
seem  to  matter  much  to  the  fans.  It’s  $2  beer  night.  The  air  is 
warm  and  the  sky  is  clear,  perfect  for  a  lazy  evening  of  base¬ 
ball.  In  the  third  inning,  Kathy  Ann  Foy  sits  bouncing  her  infant 
daughter  on  her  lap.  She’s  come  straight  from  her  nursing  job  at 
a  local  hospital,  still  in  her  bright  purple 
scrubs,  ID  tag  around  her  neck.  Her  three 
boys  are  scrambling  for  foul  balls  near  the 
wall.  They  have  an  entire  section  to  them¬ 
selves  along  the  first  base  line.  “The  kids 
can  just  run  around,”  she  says.  “It’s  like 
I  have  the  night  off.”  Official  attendance 
for  the  night  is  4,101,  a  little  less  than  half¬ 
full.  A  few  hundred  stragglers  stay  for  the 
fireworks  show  after  the  Braves  lose,  3-1. 

The  big-league  Braves  started  the  2016 
season  with  nine  losses  in  a  row  and  cur¬ 
rently  sit  at  the  bottom  of  the  National 
League  East.  Like  all  bad  teams,  they’re 
rebuilding.  The  club  is  counting  on  tal¬ 
ented  prospects  working  their  way  from 
Rome  to  Pearl  to  Gwinnett  to  Cobb  County  when  that  stadium 
is  ready.  The  decision  to  leave  Atlanta  proper  was  controver¬ 
sial,  but  the  team  says  the  suburbs  north  of  the  city  are  where 
most  ticket  buyers  live  anyway. 


Like  Pearl  and  Gwinnett,  Cobb  thinks  it  can  come  out 
ahead.  The  county  expects  the  new  stadium  to  generate  about 
$24  million  per  year,  $3  million  more  than  the  annual  debt 
service  requirement,  according  to  Moody’s.  The  plot  where 
the  stadium  and  surrounding  57-acre  mixed-use  development 
will  go,  Plant  says,  currently  generates  $305,000  a  year  in 
property  tax.  In  2018,  the  Braves’  first  full  year  in  the  stadium, 
he  expects  the  project  to  generate  $28  million  in  property 
and  sales  taxes.  As  with  Pearl  and  Gwinnett,  Cobb’s  taxpay¬ 
ers  will  be  on  the  hook  to  make  up  the  difference  if  revenue 
falls  short  of  estimates.  According  to  bond  documents,  there’s 
no  cap  on  how  much  the  county  may  have  to  spend. 

In  April,  in  a  characteristic  Malone  move,  Liberty  broke 
the  Braves  off  into  a  pair  of  tracking  stocks,  separating 
the  team  from  the  rest  of  the  company’s  balance  sheet  so 

investors  could  bet  on  the  team  by 
itself.  After  a  week  on  the  market, 
shares  were  selling  at  prices  that 
put  the  value  of  the  Braves  at  about 
$775  million.  If  Malone  were  actu¬ 
ally  to  put  control  of  the  team  up  for 
grabs,  says  Rob  Routh,  an  analyst  at 
FBN  Securities,  that  number  would 
likely  double  overnight.  That’s 
because  team  owners  tend  to  reap 
profits  only  when  they  sell.  In  the 
meantime,  franchises  don’t  usually 
make  much  money.  The  Braves  spend 
just  about  every  dollar  they  take  in, 
with  operating  income  of  $3  million 
on  $243  million  in  revenue  last  year. 

During  a  question-and-answer  with  shareholders  in  April, 
Malone  shrugged  off  the  Braves’  slow  start.  “Keep  in  mind,” 
he  said,  “the  Braves  now  are  a  fairly  major  real  estate  business 
as  opposed  to  just  a  baseball  club.”  © 


“In  general,  it 
doesn’t  pay  off. 
You  can  look 
at  the  numbers 
up and down 
and  sideways” 
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*“l.abMD  founder 
Michael  Daugherty  al 
home.  Most  of  wha 
remains  of  his  S4.6 
million  business  fits 
in  his  garage 


he  first  phone  call  that  changed  Michael  Daugherty’s  life  came  in 
May  2008.  Daugherty  was  a  happy  man,  running  a  good  business 
in  a  nice  place.  That’s  how  he  talks  about  it,  like  the  opening  five 
minutes  of  a  movie,  setting  up  how  great  everything  is  before 
disaster  strikes.  His  Atlanta-based  company,  LabMD,  tested 
blood,  urine,  and  tissue  samples  for  urologists,  and  had  about 
30  employees  and  $4  million  in  annual  sales. 

Daugherty  is  a  middle-aged  guy  distinguished  by  small,  kind 
brown  eyes  and  a  big,  meaty  laugh-a  business  everyman  of  a 
certain  vintage,  with  a  salesman’s  mix  of  friendly  and  aggres¬ 
sive.  He’s  from  Detroit,  and  you  can  occasionally  hear  it  in  his 
vowels.  Kevin  Spacey  could  play  him  in  the  movie. 

Here’s  where  the  story  turns  dark.  That  Tuesday,  LabMD’s 
general  manager  came  in  to  tell  Daugherty  about  a  call  he’d  just 
fielded  from  a  man  named  Robert  Boback.  Boback  claimed  to 
have  gotten  hold  of  a  file  full  of  LabMD  patient  information. 
This  was  scary  for  a  medical  business  that  had  to  comply  with 
federal  rules  on  privacy,  enshrined  in  the  Health  Insurance 
Portability  and  Accountability  Act.  I  need  proof,  Daugherty  told 
his  deputy.  Get  it  in  writing. 

Boback  e-mailed  the  document.  It  was  a  LabMD  billing  report 
containing  data,  including  Social  Security  numbers,  on  more 
than  9,000  patients.  Boback  quickly  got  to  the  sales  pitch:  His 
company,  Tiversa,  offered  an  investigative  service  that  could 
identify  the  source  and  severity  of  the  breach  that  had  exposed 
this  data  and  stop  any  further  spread  of  sensitive  information. 

LabMD’s  four-person  IT  team  found  the  problem  almost 
immediately:  The  manager  of  the  billing  department  had  been 
using  LimeWire  file-sharing  software  to  download  music. 
Without  knowing  it,  she’d  left  her  documents  folder,  which 
contained  the  insurance  report  now  in  Tiversa’s  possession, 
open  for  sharing  with  other  users  of  the  peer-to-peer  network. 
The  billing  manager’s  computer  was  the  only  machine  at  LabMD 
with  LimeWire-having  it  was  a  violation  of  company  policy- 
and  the  tech  staff  removed  it. 

They  also  began  scouring  peer-to-peer  networks  and  the 
Internet  for  signs  of  the  file  on  the  loose,  in  case  someone 
outside  Tiversa  had  downloaded  it  and  shared  it  with  others. 
They  looked  for  months  and  never  found  it. 

Boback  kept  e-mailing  during  this  period,  urging  swift  action 


and  claiming  that  Tiversa  was  seeing  searches  and  downloads 
of  the  file.  When  LabMD  asked  for  specifics,  Boback  said  he 
could  provide  those  only  after  LabMD  signed  a  service  agree¬ 
ment.  The  sample  agreement  he  sent  listed  a  rate  of  $475  an 
hour,  and  Boback  said  the  fix  for  a  problem  of  this  nature  typ¬ 
ically  took  two  weeks.  (Two  40-hour  weeks  at  that  rate  would 
total  $38,000.)  His  e-mails  mentioned  negative  press  related  to 
the  leak  of  1,000  Social  Security  numbers  by  Walter  Reed  Army 
Medical  Center,  and  he  offered  to  send  over  a  breakdown  of  data 
breach  notification  laws  in  43  states. 

Boback  had  an  unusual  background  for  a  cyber  entrepre¬ 
neur.  Before  starting  Tiversa,  he’d  been  a  chiropractor  and 
dabbled  in  real  estate  around  Pittsburgh,  where  he’d  grown 
up.  He  founded  the  company  in  his  hometown  in  early  2004 
with  Sam  Hopkins,  one  of  his  chiropractic  clients,  who  became 
the  chief  technology  officer. 

Boback  proved  an  adept  salesman.  By  2007,  Tiversa  had  col¬ 
lected  a  group  of  high-powered  advisers,  most  notably  Wesley 
Clark,  the  retired  four-star  general.  Boback  testified  that  July 
before  the  House  Committee  on  Oversight  and  Government 
Reform,  introduced  by  the  chairman  as  “a  leading  authority  in 
the  consequences  of  inadvertent  information  sharing.”  (Clark 
said  through  a  spokesperson  that  he  hasn’t  been  involved  with 
Tiversa  for  several  years.) 

Tiversa  monitored  peer-to-peer  networks  for  its  clients,  using 
a  proprietary  platform  that  gave  it  a  broad  view  of  what  users 
of  such  networks  were  searching  for  and  sharing.  By  the  time 
Boback  called  LabMD,  Tiversa’s  home  page  boasted  that  its 
technology  could  monitor  450  million  users  doing  1.5  billion 
searches  a  day.  The  company  overview  listed  Tiversa’s  core 
values,  including,  “We  are  open,  honest,  and  direct  in  all  of  our 
interactions.  We  always  strive  to  ‘do  the  right  thing’  for  our  cus¬ 
tomers  and  employees.” 

Daugherty  read  Boback’s  e-mails  as  polite  extortion  notes. 
Boback  stopped  sending  them  only  after  Daugherty’s  deputy 
told  him  in  late  July  to  direct  all  communications  to  LabMD’s 
lawyers.  That  fall,  a  LabMD  lawyer  got  a  call  from  a  Tiversa 
lawyer  with  what  sounded  to  Daugherty  like  a  threat:  Tiversa 
was  worried  about  being  sued  for  not  reporting  the  LabMD  file 
to  the  Federal  Trade  Commission. 


LabMD  artifacts,  and  Daugherty's  book  about  his  ordeal 
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he  commission  came  knocking  in  January  2010.  LabMD  received 
an  ll-page  letter  from  the  FTC  Division  of  Privacy  and  Identity 
Protection,  stating  that  it  was  conducting  an  inquiry  into  the 
company  related  to  a  hie  from  its  computer  network  that  was 
available  on  a  peer-to-peer  network.  The  letter  listed  18  questions, 
with  as  many  as  eight  subparts  each,  about  LabMD’s  overall 
security  and  technology  setup  and  practices,  and  requested 
documentation  of  any  exposure  of  personal  information. 

The  FTC  has  a  dual  mandate:  to  protect  consumers  and 
to  promote  competition.  Its  protective  powers  are  laid  out  in 
Section  5  of  the  Federal  Trade  Commission  Act,  which  prohibits 
“unfair  or  deceptive  acts  or  practices  in  or  affecting  commerce.” 
Since  the  agency’s  founding  in  1914,  that  has  meant  going  after 
companies  for  false  advertising,  hnancial  scams,  and  the  like.  In 
this  century,  the  FTC  also  applies  Section  5  to  information  secu¬ 
rity,  casting  careless  handling  of  consumers’  information  as  a 
form  of  unfair  and  deceptive  business  practices.  The  FTC  reached 
its  first  settlement  in  this  area  in  2000,  with  a  group  of  online 
pharmacies  over  their  collection  and  use  of  customer  informa¬ 
tion.  Since  then,  the  commission  has  brought  more  than  60  cases 
related  to  data  security.  In  all  but  one,  the  companies  involved 
have  settled,  signing  consent  decrees  that  in  many  cases  require 
20  years  of  security  audits  by  an  outside  firm  and  sometimes  fines. 
The  alternative  is  litigation,  which  the  FTC  can  initiate  in  federal 
court  or  in  its  own  administrative  court  system. 

The  one  company  that  didn’t  settle  with  the  FTC  is  LabMD. 
Daugherty  hoped,  at  first,  that  if  he  were  as  cooperative  as  pos¬ 
sible,  the  FTC  would  go  away.  He  now  calls  that  phase  “the 
stupid  zone.”  LabMD  mailed  some  5,000  pages  of  documents 
to  Washington.  The  FTC  asked  the  company  to  reship  every¬ 
thing  by  FedEx.  In  a  follow-up  phone  call  and  letter,  the  com¬ 
mission  dismissed  LabMD’s  documentation  as  “inadequate.” 
The  company  sent  more,  and  Daugherty  and  his  lawyer  flew  up 
to  Washington  for  a  face-to-face  meeting  with  two  FTC  lawyers 
that  July.  The  agency  requested  still  more  information.  LabMD 
sent  another  bundle  of  materials  in  August,  this  time  trying  to 
go  beyond  what  the  FTC  had  asked  by  including  documenta¬ 
tion  going  back  to  2001.  From  Daugherty’s  perspective,  the  FTC 
lawyers  didn’t  seem  to  absorb  or  understand  the  details  and  doc¬ 
uments  they  kept  asking  for;  he  began  to  wonder  if  the  FTC  was 


intentionally  trying  to  bury  LabMD  under  so  many  demands. 
(The  FTC  didn’t  respond  to  numerous  e-mails  and  calls  about  its 
investigation  of  LabMD.) 

In  early  2011  the  FTC  called  again,  requesting  sworn  tes¬ 
timony  in  person  in  Washington  from  LabMD  staff  who  per¬ 
formed  security  checks.  At  the  urging  of  the  company’s  Atlanta 
lawyer,  Daugherty  hired  a  Washington  team  that  had  dealt  with 
the  commission  before.  The  Washington  lawyers  took  over  com¬ 
munications  with  the  FTC,  resubmitting  much  of  the  same  mate¬ 
rial,  ranging  from  LabMD’s  written  policies  to  training  manuals 
to  documentation  of  firewalls  and  penetration  testing.  Since 
the  2008  incident,  the  company  had  spent  about  $230,000  on 
system  upgrades  and  other  security  measures. 

Daugherty  kept  trying  to  talk  to  his  lawyers  about  Tiversa’s 
role.  As  far  as  he  knew,  the  only  party  that  had  ever  downloaded 
LabMD’s  data  was  Boback’s  company.  That  was  the  only  expo¬ 
sure,  through  a  vulnerability  that  LabMD  had  moved  quickly  to 
fix.  Tiversa  should  be  punished  for  hacking  LabMD’s  network,  he 
argued.  Daugherty’s  lawyers  told  him  none  of  this  was  relevant  to 
the  FTC  case.  “The  assumption’s  always  that  you’re  guilty,  even 
from  the  lawyers,”  Daugherty  says.  “The  government’s  coming 
after  you-you  must  have  done  something  wrong.” 


“It  was  death  by  suffocation 
or  death  by  firing  squad. 

I  chose  firing  squad  because 
1  wanted  people  to  see  it 

The  path  of  least  resistance  was  to  settle,  put  the  matter 
behind  him,  and  focus  on  his  business.  A  settlement  usually 
doesn’t  require  an  admission  of  wrongdoing,  but  the  FTC  pub¬ 
lishes  consent  decrees  online  and  trumpets  them  in  press 
releases.  This  is,  in  fact,  as  close  as  the  agency  gets  to  publish¬ 
ing  clear  rules.  The  consent  decrees  form  a  body  of  precedent, 
showing  what  practices  were  considered  unfair  or  deceptive 
in  a  particular  instance.  Daugherty  believed  signing  a  consent 
decree  would  give  doctors  the  impression  that  LabMD  had  been 
lax  in  protecting  patient  data  and  kill  his  business. 

The  untested  route  was  to  force  the  FTC  to  litigate  the 
case.  By  this  point,  Daugherty  viewed  the  commission’s 


actions  as  part  of  a  sinister  plan:  The  FTC  steamrolled  compa¬ 
nies  with  burdensome,  never-ending  demands  until  the  only 
logical  choice  was  to  settle,  thereby  adding  to  a  body  of  prece¬ 
dent  that  gave  it  standing  to  bully  more  companies. 

“To  me  it  was  death  by  suffocation  or  death  by  firing  squad,” 
Daugherty  says.  “I  chose  firing  squad  because  I  wanted  people 
to  see  it.” 

His  tactics  shifted  to  mulish  resistance.  He  hoped  to  bring 
some  scrutiny  to  the  FTC’s  behavior  by  fighting  every  inch. 
Just  before  Christmas  in  2011,  the  FTC  issued  a  civil  investiga¬ 
tive  demand,  or  CID  (similar  to  a  subpoena),  to  Daugherty.  He 
tied  it  up  with  appeals  and  motions,  forcing  the  commis¬ 
sion  to  seek  a  court  order  in  federal  court  in  Georgia.  He 
finally  agreed  to  comply  with  the  CID  a  year  later.  He  also  began 
writing  a  book  about  his  experience.  Daugherty’s  arguments 
about  Tiversa  continued  to  fall  on  deaf  ears,  except  those  of 
then-FTC  Commissioner].  Thomas  Rosch.  In  June  2012,  Rosch 
urged  his  colleagues  not  to  use  the  evidence  provided  by  Tiversa: 
The  company  “is  a  commercial  entity  that  has  a  financial  inter¬ 
est  in  intentionally  exposing  and  capturing  sensitive  files  on 
computer  networks,  and  a  business  model  of  offering  its  ser¬ 
vices  to  help  organizations  protect  against  similar  infiltrations,” 
he  wrote  in  his  dissent.  “While  there  appears  to  be  nothing  per 
se  unlawful  about  this  evidence,  the  Commission  should  avoid 
even  the  appearance  of  bias  or  impropriety  by  not  relying  on 
such  evidence  or  information.”  Rosch’s  colleagues  didn’t  heed 
his  advice,  and  his  term  ended  a  few  months  later. 

Daugherty  saw  a  long  fight  ahead,  and  he  needed  allies.  He 
set  out  to  master  the  ways  of  Washington  and  build  a  support 
network.  He  describes  himself  as  an  “economic-driven,  fis¬ 
cally  responsible,  Gerald  Ford-type”  Republican.  His  story, 
however,  resonated  deeply  with  conservatives  in  Washington, 
confirming  their  worst  fears  and  suspicions  about  government 
agencies.  He  began  working  with  Cause  of  Action  Institute,  a 
conservative  legal  aid  group  with  a  mission  to  curb  government 
abuse  and  overreach.  The  group  has  handled  LabMD’s  defense 
in  the  FTC  case  pro  bono  since  2013.  Daugherty  also  worked 
to  build  contacts  at  the  House  Oversight  Committee,  chaired 
by  Representative  Darrell  Issa  (R-Calif.).  Boback  had  appeared 
before  the  committee  at  least  twice,  in  one  instance  testifying 
about  Tiversa’s  discovery  a  few  months  earlier  of  a  leak  of  doc¬ 
uments  related  to  Marine  One,  the  presidential  helicopter.  The 
claim  made  headlines  nationally. 

“Those  employees  blamed 
me.  It's  like,  ‘why  don't  you  just 
settle  with  them?  Why  are  you 
beina  so  stubborn?'” 

The  FTC  filed  a  formal  complaint  against  LabMD  in 
August  2013  in  its  administrative  court  system,  alleging  not  only 
that  LabMD  had  allowed  billing  information  for  some  9,000  con¬ 
sumers  to  leak  out  of  its  computer  network,  but  also  that  sen¬ 
sitive  information  for  at  least  500  more  had  wound  up  in  the 
hands  of  identity  thieves  in  Sacramento.  The  agency  quickly 
ramped  up  the  pressure  on  LabMD.  The  company’s  legal  fees 
had  mounted  to  a  half-million  dollars.  In  a  three-hour  period  on 
Oct.  24, 2013,  commission  lawyers  sent  notice  of  20  depositions 
to  be  taken  in  various  parts  of  the  country,  initially  all  sched¬ 
uled  at  the  same  time  on  the  same  day.  They  requested  depo¬ 
sitions  from  LabMD’s  employees,  former  employees,  clients, 
and  technology  service  providers,  and  the  police  in  11  states. 
LabMD’s  lawyers  tried  to  get  a  protective  order  and  stay  the  pro¬ 
ceedings,  arguing  that  these  tactics  seemed  designed  to  wreck 
LabMD’s  business  rather  than  discover  relevant  information. 

LabMD  was,  in  fact,  crumbling  under  the  strain.  Revenue 
declined  to  $2.1  million  in  2013,  from  $4.6  million  in  2012,  the 


year  the  fight  with  the  FTC  became  public.  Daugherty’s  deputy 
quit  that  July.  LabMD’s  insurers  declined  to  renew  the  compa¬ 
ny’s  general  liability,  medical  malpractice,  and  property  poli¬ 
cies.  LabMD’s  employees  grew  increasingly  restive  and  angry 
at  Daugherty  for  his  refusal  to  settle  with  the  FTC. 

“The  psychological  warfare  the  FTC  did  on  the  company,  the 
morale,  the  diversion,  the  fear-those  employees  blamed  me,” 
he  says.  “It’s  like,  ‘Why  don’t  you  just  settle  with  them?  Why  are 
you  being  so  stubborn?’  ”  In  January  2014  he  shut  the  company 
down,  jamming  medical  equipment  into  his  garage,  home  office, 
and  extra  bedroom,  where  it  remains  today. 


hen  came  the  second  life-changing  phone  call.  Daugherty  had 
spent  the  early  months  of  2014  waiting  for  the  FTC  trial  to  start 
and  recovering  from  both  the  loss  of  his  company  and  the  death 
of  his  father.  He  bought  an  RV  in  foreclosure  and  fantasized  about 
crossing  the  country  with  his  dogs,  promoting  his  book,  which 
he’d  self-published  under  the  title  The  Devil  Inside  the  Beltway. 

In  April  he  was  eating  dinner  with  friends  at  a  Thai  restau¬ 
rant  in  Atlanta  when  his  cell  phone  rang.  It  was  Richard  Wallace, 
an  analyst  who’d  just  left  Tiversa.  Daugherty  recalls  pacing  the 
parking  lot  as  Wallace,  his  voice  shaky,  confessed  his  role  in 
LabMD’s  destruction.  Wallace  told  Daugherty  he’d  been  the  one 
to  discover  the  LabMD  file  while  probing  the  company  through 
the  open  LimeWire  connection.  Tiversa  had  never  found  any 
copies  of  the  files  outside  LabMD’s  own  computer  network,  he 
said.  Wallace  told  Daugherty  that  when  LabMD  refused  to  engage 
Tiversa’s  services,  Boback  retaliated  by  adding  LabMD  to  a  list  of 
supposedly  compromised  companies  and  organizations,  which 
was  sent  to  the  FTC  in  late  2009.  Boback  also  instructed  him  to 
create  a  fake  trail  of  Web  addresses  where  the  LabMD  file  had  sup¬ 
posedly  been  found,  Wallace  said,  as  evidence  for  the  FTC’s  case. 

“It  was  cathartic,”  says  Daugherty.  “I  always  knew  I  was  right.  I 
just  knew  I  could  never  prove  it  in  a  court  of  law.  And  so  you  write 
the  book,  and  you  put  the  evidence  together,  and  you’re  trying 
to  scream  out  to  the  world  and  then-it  happened!  It  was  very 
brave  of  him.  He  was  very  afraid  that  I  was  going  to  attack  him.” 

The  trial  opened  in  the  FTC’s  administrative  court  system  that 
May.  The  agency’s  case  was  based  almost  entirely  on  the  evidence 
provided  by  Tiversa  and  Boback.  LabMD’s  response  hinged  on 
having  Wallace  tell  the  court  what  he  told  Daugherty,  which  he 
wouldn’t  do  until  he  was  granted  criminal  immunity.  By  now, 
in  part  because  of  Daugherty’s  agitating,  the  House  Oversight 
Committee  was  investigating  Tiversa,  and  it  wanted  to  hear  from 
Wallace,  too.  The  U.S.  Department  of  Justice  granted  the  immunity 
in  late  2014.  Wallace  testified  in  the  FTC  case  in  May  2015,  repeat¬ 
ing  what  he  told  Daugherty  in  their  cell  phone  call.  (Wallace’s 
lawyer  didn’t  respond  to  e-mail  requests  for  comment.) 

In  the  FTC  administrative  court  system,  commission  lawyers 
act  as  prosecutors  before  an  administrative  law  judge.  Wallace  tes¬ 
tified  that  Tiversa  gave  the  FTC  a  list  of  more  than  80  companies 
in  2009  that  had  suffered  supposed  breaches.  The  main  criterion 
for  inclusion  was  an  order  from  Boback,  he  said,  and  the  list  was 
scrubbed  of  existing  Tiversa  clients.  The  FTC  did  little  to  verify 
any  of  the  information  Tiversa  provided,  according  to  Wallace. 

The  House  Oversight  Committee  staff  report  on  Tiversa, 
embargoed  until  after  Wallace’s  appearance  in  the  FTC  trial, 
expanded  on  the  pattern  Wallace  outlined  in  his  LabMD  testi¬ 
mony.  The  committee’s  investigation  found  that  Tiversa  had 
faked  evidence  of  data  leaks  to  promote  its  services.  As  to 
Boback’s  reputation-making  claim  that  Tiversa  had  found  doc¬ 
uments  relating  to  the  president’s  helicopter  at  an  Internet 
address  in  Iran-that  was  also  faked,  on  Boback’s  orders.  In 
another  instance,  the  report  said,  Tiversa  knew  about  a  breach 
at  the  House  Ethics  Committee  that  exposed  information  about 
investigations  into  members  of  Congress.  Instead  of  notifying  the 


The  technical  equipment  is  in  the  spare  bedroom 


committee,  Tiversa  sought  publicity  for  its  discovery  of  the  leak. 

The  report  also  described  an  ongoing  relationship  between 
the  FTC  and  Tiversa  at  odds  with  public  claims  by  both. 
Telephone  and  e-mail  records  showed  that  contact  began  in 
2007,  when  Boback  participated  in  a  conference  call  with  com¬ 
mission  officials  and  began  providing  documents  to  the  FTC 
and  continued  with  extensive  back-and-forth  in  2008  and  2009. 

Based  on  Tiversa’s  list  of  companies  that  had  leaked  infor¬ 
mation  into  peer-to-peer  networks,  the  FTC  in  early  2010  sent 
warning  letters  to  63  companies  and  opened  investigations  into 
nine,  according  to  FTC  records  provided  to  the  House  Oversight 
Committee.  Months  before  the  FTC  contacted  those  companies, 
Boback  was  already  planning  to  piggyback  on  the  agency  action. 
He  e-mailed  executives  at  LifeLock,  an  identity  theft  protection 
company  and  one  of  Tiversa’s  biggest  partners,  suggesting  that 
the  FTC  letters  would  be  a  windfall  for  LifeLock. 

The  report  concluded  that  the  FTC  had  sacrificed  “good  gov¬ 
ernment”  in  using  Tiversa  to  “obtain  information  validating  its 
regulatory  authority”  and  providing  Tiversa  with  “actionable 
information  that  it  exploited  for  monetary  gain.” 

Issa  says  the  FTC  is  focused  on  the  wrong  targets.  “Snake  oil 
is  the  challenge  we  face,”  he  says.  “We  need  to  get  the  FTC  to 
develop  real  expertise  in  finding  out  whether  in  this  new  and 
emerging  area  there  are  deceptive  practices  going  on  in  terms 
of  claims  about  what  somebody  can  do  to  protect  your  data.” 

m  November  the  judge  presiding  over  the  FTC  case,  D.  Michael 
Chappell,  ruled  for  LabMD.  He  threw  out  Boback’s  testimony 
and  Tiversa’s  evidence  as  unreliable  and  untrustworthy.  That  left 
the  FTC  with  little  in  the  way  of  a  case,  he  concluded.  Chappell 
called  the  FTC’s  assertions  regarding  LabMD  and  the  exposure 
of  its  patient  data  “pure,  unsupported  speculation.”  He  also 
dismissed  the  Sacramento  documents,  saying  that  the  FTC  had 
failed  to  show  any  link  between  those  records  and  LabMDs  secu¬ 
rity  practices-or  even  that  the  documents  came  from  LabMD’s 
computer  systems. 

Craig  Newman,  chair  of  the  privacy  practice  at  the  law  firm 
Patterson  Belknap  Webb  &  Tyler,  was  surprised.  “Companies 
subject  to  an  FTC  enforcement  action  have  generally  made  well- 
considered  business  judgments  that  settlement  makes  more 
sense  than  years  of  litigation  and  discovery-especially  with  an 


in-house  administrative  process  where  the  playing  field  seems 
tilted  in  the  government’s  favor,”  he  says.  “Now  companies  may 
toughen  their  stance  when  the  FTC  pays  a  visit.” 

The  judge’s  scathing  verdict  on  Tiversa  also  undermines  exist¬ 
ing  FTC  settlements,  in  theory.  At  least  one  FTC  settlement  is 
clearly  based  on  evidence  from  Tiversa:  a  2012  agreement  with 
a  small  auto  dealer  in  Georgia. 

Dan  Epstein  of  Cause  of  Action  pointed  out  in  a  Wall  Street 
Journal  op-ed  after  the  decision  that  while  LabMD  had  won  the 
battle,  it  had  lost  the  war:  It  had  already  been  hounded  out  of 
business  by  regulators.  Boback  wrote  a  letter  in  response,  pub¬ 
lished  in  December.  He  defended  Tiversa  as  a  good  Samaritan 
that  had  alerted  a  company  to  leaking  information-for  free.  He 
denied  any  special  relationship  with  the  FTC,  saying  Tiversa  was 
forced  to  respond,  as  LabMD  was,  to  a  government  subpoena. 
And  he  attacked  Wallace’s  testimony  to  the  FTC  as  “demon¬ 
strably  false.”  For  this  story,  neither  Boback  nor  his  lawyer 
responded  to  calls  and  e-mails  asking  for  comment. 

Daugherty  is  still  in  the  middle  of  defending  and  attacking 
in  a  head-spinning  number  of  legal  actions.  He  sued  Tiversa  in 
2011  in  Georgia  state  court  for  hacking  into  LabMD’s  network. 
The  case  was  dismissed  for  lack  of  jurisdiction  because  Tiversa 
is  based  in  Pennsylvania.  So  he  sued  in  Pennsylvania  for  conver¬ 
sion  (taking  property),  defamation,  fraud,  civil  conspiracy,  and 
racketeering.  That  case  is  ongoing,  and  Daugherty  is  attempt¬ 
ing  to  reopen  the  case  against  Tiversa  in  Georgia,  based  on  doc¬ 
uments  produced  for  the  House  Oversight  Committee;  they 
show  that  in  2008,  Tiversa  was  actively  soliciting  business  and 
making  contact  with  six  Georgia  companies,  including  Coca- 
Cola.  Daugherty  is  also  suing  three  FTC  lawyers  for  depriving 
him  of  his  constitutional  rights. 

Tiversa  and  Boback  sued  Daugherty  and  LabMD  for  defama¬ 
tion,  just  days  after  the  FTC  filed  its  complaint  against  LabMD. 
Boback  continues  to  pursue  that  case,  with  Wallace  now  added.  In 
March,  Tiversa  submitted  a  motion  to  remove  itself  as  a  plaintiff. 

There  are  indications  that  the  FBI  and  the  Justice  Department 
are  investigating.  On  March  1  an  anonymous  Twitter  user  posted 
a  photo  looking  down  from  an  office  window  on  a  line  of  black 
vehicles  and  claimed  that  the  FBI  was  raiding  Tiversa’s  office  in 
downtown  Pittsburgh.  On  March  17,  Reuters  reported  on  the  raid, 
citing  three  unnamed  sources,  and  said  the  Justice  Department 
is  investigating  whether  Tiversa  gave  the  government  false  infor¬ 
mation  about  data  breaches.  A  Tiversa  lawyer  told  Reuters  the 
company  was  cooperating.  (The  Justice  Department  directed 
questions  to  the  FBI  Washington  field  office.  A  spokesman 
declined  to  comment  on  the  reports.)  Jennifer  Kelly,  who  handles 
public  relations  for  Tiversa,  answered  the  company’s  main  phone 
number  on  March  15  and  issued  a  blanket  no  comment.  A  call 
made  to  Tiversa  in  April  resulted  in  a  hang-up. 

The  FTC  doubled  down  in  the  LabMD  case,  appealing 
Chappell’s  ruling  to  the  full  commission.  The  appeal  hearing 
took  place  on  March  8  in  a  wood-paneled  chamber  in  the  FTC 
building  in  Washington.  Without  the  evidence  from  Tiversa  to 
rely  on,  the  FTC  argued  that  the  exposure  of  the  LabMD  file  con¬ 
stituted  evidence  that  LabMD’s  security  practices  were  unfair;  it 
didn’t  matter  that  there  was  no  evidence  of  actual  harm,  and  it 
didn’t  matter  that  the  file  never  spread  beyond  Tiversa.  When 
asked  about  Tiversa’s  role,  the  FTC’s  lawyer,  Laura  VanDruff,  dis¬ 
missed  it  as  a  “tip”  that  the  FTC  had  investigated  on  its  own.  The 
FTC  has  100  days  from  the  date  of  the  hearing  to  issue  a  ruling. 

In  Daugherty’s  mind,  he  has  to  lose  in  order  to  win.  He  wants 
the  FTC  to  overturn  Chappell’s  ruling.  Then,  at  last,  he’ll  be  able 
to  sue  the  commission  in  federal  court.  That  will  finally  give  him 
a  fair  forum  in  which  to  air  the  FTC’s  behavior.  “I  am  basically 
opening  the  playbook  to  the  world,  which  is  what  I  ultimately 
want  to  do,”  he  says.  “We’re  going  to  have  a  fair  fight.”  © 


Wifh  a  four-course  meal,  over  2,200  channels  of  entertainment  on  the  widest  screens 
free  Wi-Fi  and  a  generous  baggage  allowance,  you  won't  believe  it's  Economy/. 

Hello  Tomorrow 


Emirates 


Vacation  planning  shouldn’t 
cause  so  much  anxiety.  Pick  one 
of  these  ready-made  trips — 
for  couples,  solo  travelers,  groups 
or  families— and  relax 
By  Maridel  Reyes 
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Choose 


Summer  T  ravel 


Take  Your 


Lake  Iseo, 
Italy 

Two  hours  northeast  of  Milan,  Lake  Iseo  is  often 
overshadowed  by  the  bigger,  ritzier,  George 
Clooney-er  Lake  Como.  But  Iseo  is  much  more 
quaint.  Decompress  and  reconnect  with  your  better  half 
against  a  dramatic  backdrop  of  vineyards,  medieval 
castles,  and  the  roughly  5-square-mile,  1,400-foot-high 
Monte  Isola,  which  soars  up  from  the  middle  of  the  lake. 
This  summer,  all  eyes  will  be  on  Christo’s  next 
blockbuster  art  installation,  The  Floating  Piers,  his  first 
outdoor  project  since  2005’s  The  Gates  in  New  York.  For 
16  days  in  June,  the  public  will  be  able  to  walk  on  water  for 


almost  2  miles  atop  200,000  floating  cubes  covered  in 
glittering  yellow  fabric. 


Where  to  stay 

Hotel  Relais  Mirabella 

(relaismirabhlla.it/hotel_  iago_ 
iseo.php;  from  $137)  is 
rustic-chic;  it’s  set  in  an  olive 
grove  and  overlooks  the  lake 


from  the  top  ol 
Guests  reach  ai 
tennis  courts  am 
walking  along 
a  wooded  path. 


.  verdant  hill, 
lenities  such  as 
1  the  pool  by 


What  to  do 

Swirl  and  sip  at  Ca'del  Bosco 
( cadelbosco.com ).  Clooney  is  a 
fan  of  the  winery’s  cabernet 
sauvignon-forward  red  blend, 
Maurizio  Zanella  ($50).  Book  a 
custom  tour  (about  $200  per 
couple)  that  includes  the 
usual— walk-through,  tasting— 
and  the  unusual— horseback  ride 
through  vineyards  and  a  bespoke 
picnic,  which  might  include 
eggplant  with  buffalo  mozzarella, 
fried  sardines,  and  vegetable 
tempura.  Take  home  a  bottle  of 
sparkling  wine  like  Cuvee 
Prestige  ($40)  or  Cuvee 
Annamaria  Clementi  ($90). 


Insider  tip 


Where  to  eat 

Michelin-starred  Due  Colop 
(duecolombe.com)— ajaem  a 
15-minute  drivejjxafnthe  hotel— 
is  in  a  recerjtiy’restored  ancient 
villag§>rfhe  neighboring  wine 
i  of  Franciacorta.  It  serves 
'Traditional  Brescian  staples 
such  as  crispy  lake  perch 
and  zucchini  along  with  modern 
twists  like  the  caviar  powder, 
orange  dust,  and  seaweed  that 
accent  a  squid  appetizer 
(both  $32). 


Monte  Isola  has  been  inhabited 
since  Roman  times.  Charter  a 
boat  from  Bellmi  Nautica 
(bellininautip&tit/en/;  $1,689  for  a 
half-day)'bnd  dock  at  the  village 
op@c!rzano,  or  take  the  ferry, 
'which  makes  multiple  stops  and 
is  a  little  cheaper  at  $2.50. 

Either  way,  once  on  the  island, 
you  can  hike  to  rural  settlements 
and  follow  a  path  to  the  top  of 
the  peak.  Stop  for  lunch  at 
La  Foresta  (forestamontisoia.it/ 
ristorante.php)  for  local  dishes 
such  as  dried  lake  sardines 
with  polenta. 


Travel  Lesson  No.  1:  Don’t  Pay  Ahead  in  Puerto  Vallarta 


When  we  got 
there,  she  wanted 
way  more 
adventure  than 
Puerto  Vallarta 
had  to  offer.  I, 
meanwhile,  was 
freaked  out  that 
there  was  a  giant 
lizard  on  the 
ceiling  of  our 
hotel  room. 


We  got  a  speedboat  driver  to  take  us  to  Yelapa, 
which  was  mostly  uninhabited.  I  hope  we  had  sex  there. 
I  don't  remember. 


My  sophomore  year  at  Stanford,  I  had  a  girlfriend  who 
was  two  years  older  than  I  was.  She  was  graduating 
and  wanted  to  go  somewhere  for  the  summer— 
this  was  1991— before  she  started  work  and  adult  life. 
We  went  to  Puerto  Vallarta,  Mexico. 


I  remember  we  paid  the  ferryman  in  advance  to  pick  us 
up,  to  make  sure  we  had  a  ride  back— even  though  we 
were  both  familiar  with  the  great  1982  Chris  de  Burgh 
song  Don’t  Pay  the  Ferryman.  We  waited  at  the  time  and 
place  we  had  agreed. 


We  waited  for  hours.  The  few  fishermen  who  were  still  in 
Yelapa  were  leaving.  We  begged  one  of  the  last  to  take 
us  back  with  him.  We  offered  him  lots  of  pesos.  He 
asked  for  more,  sensing  our  desperation.  We  gave  it  to 
him.  I  really  hope  my  girlfriend  and  I  had  sex. 


— As  told  by  Bloomberg  Businessweek  contributor  Joel  Stein 
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Snacking  on  sandwiches  on 
the  shore  of  Lake  Iseo 


How  do  we  get  around? 


Renting  a  car  in  Italy  is— what’s  the  Italian  word?— 
a  nightmare,  both  when  it  comes  to  actual  driving  (have 
fun  navigating  roads  built  in  1,000  A.D.)  and  cost:  There’s  a 
premium  on  cars  with  automatic  transmission,  supplemental 
insurance  is  mandatory  and  runs  up  to  $25  a  day,  and  gas  is  two  to 
three  times  greater  than  the  price  in  the  U.S.  So  take  public  transportation. 
Hop  on  a  train  for  an  hour  from  Milano  Centrale  to  Brescia,  then  connect  to 
the  hourly  Treno  del  Nord,  which  travels  the  entire  15!4-mile  length  of  Iseo's 
eastern  shore.  Once  you’ve  arrived,  public  ferries  can  shuttle  you  around  the  lake  and 
to  nearby  villages.  Cycling  is  also  popular  ( iseobike.com ;  starting  at  $10  per  hour). 


As  an  alternative: 


Ubud,  Indonesia 


Ubud,  the  cultural  heart  of  Bali,  is  dotted  with  ancient,  ornate  Hindi  temples 
and  surrounded  by  emerald-green  rice  paddies.  It’s  long  attracted 
backpackers  and  burned-out  professionals,  but  now  it’s  drawing  travelers 
who  want  first-class  accommodations.  A  slew  of  resorts  opened  in 
late  2015,  including  the  Mandapa  hotel,  which  boasts  60  villas  and 
suites,  its  own  rice  paddy,  and  the  Ayung  River  rushing  through  it 
(ritzcarlton.com/en/hotels/indonesia/mandapa;  starting  at  $450  per 
night).  The  Westin  Ubud  Resort  &  Spa  is  scheduled  to  open  in  December, 
with  the  Solis  Ubud  and  Waldorf  Astoria  Bali  Ubud  to  follow  next  year. 


wsassstta 


,  eaches,  decadent  ragers— there’s  a  reason 
Miami  is  nicknamed  the  Magic  City.  But  it’s 
*  even  more  magical  today,  with  Art  Basel,  an 
exploding  hotel  scene,  and  the  emergence  of 
neighborhoods  such  as  Mid-Beach,  the  Wynwood  Art 
District,  and  the  Design  District,  of-the-moment  hubs  for 
dining,  art,  shopping,  and,  yes,  clubbing. 
Summertime  is  humid,  but  it’s  also  the  best  season 
to  beat  crowds,  save  on  lodging,  and  snag  a  table 
r  Jj^  at  the  buzziest  restaurants.  The  best  part: 
Everyone  in  the  305  puts  out  such  beachy- 
good  vibes,  it’s  easy  to  roll  into  town  by 
yourself  and  make  friends. 


i  Wing  and  a  Prayer 


No\>ne  wants  to  start  a  trip  with  a  lost  bag.  This  is  why 
smart  suitcases  and  accessories  are  appealing,  and 
why  a  handful  of  companies  are  getting  into  the  game. 
This  summer,  Rimowa  will  introduce  to  North  America 
its  electronic  tag  system  (rimowa.com/en-us/ 
eiectronictag;  it  adds  $75  to  the  cost  of  a  case),  which 
lets  you  use  your  phone  to  check  in  the  bag  for  a  quick 
handoff  if  you’re^flying  Lufthansa.  Newcomer  Raden 
*(racten.com)  makes  a  connectexlsuitcase  that’s  been 
oTisale-stnce-hterGb^—  . 

;  bags  comeTrTfwo'sfzgsT^neToi^camdDq 
.on  ($295)  and^neTcrchreekMig  inX$.S§5)iBoth^  ~ 
rely  on'BTO^teeth-teMJiQgaintJheir  location. 

As  long  as  the  bag  is  in  range  oTsom? 
with  Raden’s  iOS  app  or  an  app  built  on 
the  same  location-ID’ing  technology  as 
Tile,  which  helps  you  find  your  keys, 
you  can  find  it— no  problem.  I  tested  the 
check-in  size  on  a  trip  from  New  York 
to  Austin  and  back  while  the  app  was 
still  in  beta.  The  location-ti^atking 
feature  wasn’t  as  exact ?s  I’d  hoped 
for:  When  I  got  an  aleptrelling  me  my 
bag  was  50  feet  awdy,  I  looked  up  to 
find  it  had  just  passed  me  on 
the  carousel.,/ 

Still,  the  sdltcase  has  other  advanced 
features,  including  self-weighing 
capaoilities  and  a  battery-powered 
diit-in  charger.  These  are  great, 

''explaining  why  the  company  raised 

3J>  million  in  funding,  some  of  which  will  no 
doutTaoTowafdTiaurina  out  how  to  warn  me  that  my 
bag  is 50,  then  40,  then  30feefaway ~=BryanJdogd^ 


Raden 

A22  Carry 
$295 


living  poolside 
ne  Miami  Beach 
Edition  hotel,  one 
of  Mid-Beach’s 
newest  hot  spots 


Where  to  stay 


The  new  Faena  Hotel  (faena 
.com;  from  $745)  is  the  fever 
dream  collaboration  of  Argentine 
developer-hotelier  Alan  Faena, 
director  Baz  Luhrmann,  and 
Lurhmann’s  wife  and  costume 
designer,  Catherine  Martin.  The 
aesthetic?  Well,  let’s  just  say 
there’s  a  taxidermied  peacock 
in  the  library  and  a  Damien  Hirst 
sculpture  by  the  pool  titled  Gone 
But  Mot  Forgotten,  a  woolly 
mammoth  skeleton  dipped  in 
24-karat  gold  inside  a 
glass  ca\e. 


What  to  do 

The  Wynwood  neighborhood  used 
to  be  a  warehouse-filled  ghost  town. 
Now  every  visitor  to  Miami  comes  to 
the  art  park  known  as  Wynwood 
Walls  to  Instagram  murals  by  Kenny 
Scharf,  Invader,  Shepard  Fairey,  and 
other  artists.  While  you’re  there, 
drop  by  the  appropriately  named 
Avant  Gallery  (avantgallery.com)  to 
see  its  contemporary  collection  of 
fine  art,  sculpture,  photography,  and 
mixed  media  presented 
alongside  modern  furniture, 
lighting,  wall,  and  floor  designs. 
It’s  about  a  20-minute  cab  ride 
($30)  from  the  hotel. 


Where  to  eat 

Late  last  year,  nightlife 
impresario  David  Grutman  and 
restaurateur  Jeffrey  Chodorow 
opened  Komodo  (komodomiami 
.com)  in  Brickell,  the  sceney 
neighborhood  just  south  of 
downtown.  The  Asian  restaurant- 
nightlife  venue  serves  spicy  beef 
dumplings  ($18)  and  Chilean  sea 
bass  with  mushroom  soy  dashi 
($38)  to  celebs— and  the  crowds 
who  come  to  gawk  at  them. 


Insider  tip 

Woolly  mammoth  freaking  you  out? 
Dive  into  what  might  be  the  most 
gorgeous  swimming  hole  in  the 
country:  the  Venetian  Pool  in  Coral 
Gables  ( coralgables.com ;  $13  day 
pass  for  nonresidents),  about  a 
half-hour  drive  from  the  hotel.  The 
former  quarry  was  converted  into  a 
mock-ltalian  villa  in  the  1920s, 
complete  with  an  820,000-gallon 
pool  fed  by  spring  water  from  an 
underground  aquifer. 


How  do  I  navigate 
the  party  scene? 

Miami’s  nightlife  has  shifted  from  bottle  service  < 
megaclubs— cue  Pitbull— to  more  intimate  venugsrTTiere's 
the  unnamed  tequila  bar  behind  finger-fpecTjoint  Coyo 
Taco  (coyo-taco.com),  which  is  krawfTrar  a  killer  dance 
floor  that  bounces  to  Afro-CujjatTfunk;  late-night  lounge 
Libertine  (iibertinemiam.com),  a  speakeasy  with 
Prohibition-era-inseffed  cocktails  that’s  kitted  out  like  a 
British  mansion;  hip-hop  hangout  Sidebar  (sidebarmiami 
.com),  featuring  a  great  backyard  and  live  music;  and 
upscale  dive  the  Corner  (thecornermiami.com),  one  of  only 
two  Miami  bars  with  a  24-hour  liquor  license— plus  live  jazz 
and  grilled  cheese,  cocktail  franks,  and  other  snacks. 


As  an  alternative: 

Zurich 

A  youthful,  entrepreneurial  spirit  is  sweeping  the  Swiss 
financial  capital.  Strict  liquor  laws  have  been  relaxed,  creating 
a  bass-pounding  nightlife  scene  that  goes  until  4  a.m. 

The  DJs  spin  EDM  at  Club  Zukunft  (www.zukunft.cl).  If 
partying  all  night  doesn’t  make  for  enough  weirdness,  it  also 
happens  to  be  the  100th  anniversary  of  Dadaism,  the  art 
movement  founded  in  Zurich.  The  city  is  celebrating  its  radical 
past:  The  Kunsthaus  Zurich’s  Dadaglobe  Reconstructed 
exhibit  explores  the  work  of  Dada  pioneer  Tristan  Tzara. 


Travel  Lesson  No.  2:  Beware  Sexy  Brits 


From:  Andrf 

From:  And 

ri 

From:  And 

rJ 

We  e-mailed  ravenously  and  flirtatiously  for 
weeks.  This  led  to  me  flying  to  London— YOLO.  The 
plan  was  to  check  in  to  my  hotel  and  meet  him  for 
lunch.  A  picnic?  Small  bites  at  Claridge’s,  perhaps? 


I  showered,  changed  into  a  vintage  Diane  von 
Furstenberg  wrap,  and  walked  to  the  address  Andrew 
had  instructed.  So  sexy!  So  romantic!  So ...  Burger  King? 

Yup.  The  magical  moment  he  arranged  for  us  was 
lunch  at  Burger  King.  I  ordered  a  bun.  Just  the  bun.  And 
never  saw  Andrew  again. 


My  British  friend  Shannon,  who  was  living  in  New  York, 
had  a  brother,  Andrew,  and  I  felt  instant  chemistry 
with  him.  This  isn't  saying  much,  because— so  cliche— 

I  love  a  British  accent.  We  interacted  for  about  six 
minutes  and  exchanged  e-mail  addresses.  Andrew  went 
back  to  London. 


— As  told  by  Alyssa  Shelasky,  author  of  Apron  Anxiety:  My  Messy  Affairs  In  and  Out  of  the  Kitchen 


The  Canon  SELPHY  CP1200  ($110;  canon.com)  produces 
borderless,  postcard-size  prints  and  grids  of  photo 
stickers,  so  you  can  decorate  your  laptop  with  summer 
2016  vacation  memories  and  remind  yourself  of  the 
good  times  you  had  when  you’re  working  next  winter. 


People  love  a  slideshow— or  at  least  fake  like  they  do.  The 
Magnasonic  LED  Pocket  Pico  projector  ($170;  magnasonic 
.com)  is  portable,  so  making  the  day-by-day  account  of  the 
week  you  spent  in  Boca  Raton  is  easier  than  ever.  Connect  it 
to  a  camera  via  HDMI  cable  (included),  and  start  narrating. 


Ideally  suited  for  photo  ops  when  you’re  without  the  benefit 
of  smooth  surfaces,  Joby’s  GorillaPod  ($20;  joby.com)  wraps 
around  poles  and  basically  bends  however  you  want  it  to. 


Ditch 
Your 
Phone ... 

With  fun  photo  toys,  vacation  memories 
can  amount  to  more  than  Instagram  posts 
of  plane  wings.  By  Jason  Chen 


An  extreme  vacation  needs  an  extreme  camera.  DJI’s 
Phantom  4  drone  ($1,400;  store.dji.com)  flies  for  about  a 
half-hour  at  a  time  up  to  roughly  20,000  feet.  Location 
targeting  ensures  it  will  wait  to  capture  your  achievements, 
whether  you've  reached  a  mountain  peak  or  river’s  mouth. 


Like  mom  jeans  and 
Donald  Trump,  the 
fanny  pack  is  back. 
This  1980s  update 
from  Want  Les 
Essentiels  ($295; 
wantlesessentiels 
.com)  fits  that 
Polaroid  Snap— 
or  any  point-and- 
clicker— plus 
accessories  such  as 
SD  cards  and 
cables,  as  well  as 
your  cash  and 
passport  in  a 
separate  front 
pocket. 


The  retro  exterior  of  the  Polaroid  Snap  ($100;  polaroid.com) 
conceals  a  10-megapixel  digital  camera  with  instant  print 
capabilities  and  as  much  as  32  gigabytes  of  micro  SD  card 
storage.  It  has  a  black-and-white  filter  and  a  sepia  option  if 
you  want  it  to  look  like  your  pics  are  from  Polaroid’s  heyday. 


If  you  have  to  take  a  selfie,  please  use  the  very  best 
selfie  stick.  The  Quik  Pod  Sport  ( quikpod.com ;  $60) 
extends  39  inches;  is  made  of  military-grade  anodized 
aluminum  that’s  saltwater-proof;  and  fits  a  digital 
camera,  GoPro,  or,  OK,  a  phone. 


Let  the  Boss  Pay 


hru  *  lf-  Here's 
n°w  to  make  pics  and 
wds  look  best. jq 


~U.c,.  |  The  good  news:  You 

, _ I  captured  the  perfect 

moment.  The  bad 
news:  Your  mug  is  ruining  it. 
Facetune  ($3.99  for  iOS  and 
Android  phones)  is  key  for  situations 
that  call  for  quick  retouching. 
Among  other  features,  it  whitens 
teeth  and  masks  blemishes. 


Facetune: 
Be  your  most 
flawless  self 


Three 

Essential 

Apps 


Afterlight: 
Filter  like  there’s 
no  tomorrow 


If  you  use  only  the  filters  built  into 
your  phone  or  Instagram,  you’re 
practically  living  in  the  Nokia  age. 
Afterlight  (99$)  is  the  simplest 
photo  editing  app,  with  74  more 
finely  adjustable  options. 


Squaready: 
Relive  the  entire 
experience 


Instagram  lets  users  post  photos  of 
varying  shapes  and  orientations. 
Videos?  You’re  stuck  with  squares. 
Squaready  (free)  will  preserve  a 
clip’s  aspect  ratio,  so  no  part  of  your 
trip  gets  chopped  out. 


Power  Play 


Adventure  types  should  spring 
for  the  LifeProof  Fre  Power 

($130;  lifeproof.com),  the 
first  waterproof  case  that’s  also 
a  charger. 


The  Mophie  Powerstation 

($80;  mophie.com)  is  about  the 
size  of  a  deck  of  cards,  but  it 
will  juice  the  typical  smartphone 
battery  for  two  full  cycles. 


Choose  your  conference  carefully,  and  work  can  feel  more  like  play.  By  Laura  Bolt 


Berlin 


What:  Typo:  Beyond  Design 

When:  May  12-14 

$735;  typotalks.com/berlin 

Why:  Europe's  biggest  design 
conference  draws  about 
1,500  creatives  from  around 
the  world  and  features  more  than 
60  experts  in  the  field.  Graphic 
designer  (and  former  David 
Bowie  collaborator)  Jonathan 
Barnbrook  and  typeface  master 
Tobias  Frere-Jones  will  be 
among  the  speakers. 


Where  to  escape:  The 
Bauhaus  Archive  ( starting  at 
$8;  bauh  ws.de),  housing 
murals,  p  totography,  and 
furniture  features  artists 
Marcel  B  -euer  and  Wassily 
Kandinsl  y,  among  others. 
Outside  he  museum  is 
Tiergartr  n  Park,  one  of  the 
city's  gre  snest  spaces.  Stroll 
down  the  Hofjagerallee  until 
you  hit  tt  e  Victory  Column 
(commer  norating  the 
Danish-F  russian  War),  then 
head  to  t  ne  west  side  of  the 
park  to  g  ab  a  weissbier  at  beer 
garden  Gate  am  Neuen  See 
(cafeamneuensee.de). 


Montreal 

What:  Startupfest 
When:  June  13-16 
From  $390;  startupfestival.com 

Why:  Network  with  other 
pre-  and  post-pivot 
entrepreneurs,  schmooze  with 
potential  investors,  and  get 
advice  from  speakers  including 
Yelena  Rachitsky,  creative 
producer  and  head  of  education 
at  Oculus  Story  Studio,  the  film 
and  game  division  of  Oculus  VR. 

Where  to  escape:  Mile-Ex 

is  the  city’s  newest  cool 
neighborhood.  Spiff  up  between 
sessions  with  a  haircut  at 
Emporium  Barbershop  (cuts 
start  at  $12;  emporiumbarber 
.com),  where  you’ll  be 
surrounded  by  vintage  swivel 
chairs  and  Montreal-made 
products  such  as  Groom 
Industries’  pine-scented  beard 
oil.  Dine  with  locals  at  Mile-Ex 
(mileex.ca),  where  innovative 
seafood— try  the  squid  roll 
merauez  with  citrus  ^6nfit  on  a 
brioche  bun  ($10)—^  served 
underneath  paintings  by  artist 


London 

What:  The  Europas 

When:  June  14 

From  $675;  theeuropas.com 

Why:  European  and  American 
angel  investors,  venture 
capitalists,  entrepreneurs,  and 
sponsors  such  as  Y  Combinator, 
IBM,  and  Twitter  gather 
here  to  hand  out  awards  for 
best  e-commerce  startup, 
best  startup  accelerator,  and 
other  categories. 

Where  to  escape:  Check  out 
Broadway  Market  in  the  heart  of 
the  hip  Hackney  neighborhood, 
known  for  its  sprawling  food 
stands  and  vintage  vendors.  Pop 
into  Donlon  Books  (donlonbooks 
.com)  to  ch^ck  out  obscure  art 
books  and  independent 
magazines.  When  you  get 
hungry— if  you  haven't  already 
nibbled  on  Chez  Panisse-trained 
Claire  Ptak’s  ccbcakes  at  Violet 
Cakes  (violetcakes.com)— the 
can’t-miss  restaurant  of  the 
moment  is  Bistrotheque 
(bistrotheque.comti,  featuring 
modern  fare  like  a  caramelized 
tomato  tart  with  roaket 
and  burrata  ($17).  V 


Cannes,  France 

What:  Cannes  Lions 

When:  June  18-25 

From  $1,690;  canneslions.com 

Why:  The  festival  honors  the 
best  in  international  advertising. 
Even  if  you’re  not  nominated,  be 
inspired  by  the  work  up  for 
awards  or  the  speakers,  who  this 
year  include  Burberry’s 
Christopher  Bailey,  chef  Anthony 
Bourdain,  and  Airbnb  Chief 
Executive  Officer  Brian  Chesky. 

Where  to  escape:  The  event  is 
hosted  on  the  glamorous 
Boulevard  de  la  Croisette  (think 
the  Champs-Elysees  with 
Mediterranean  views),  but  you’re 
in  the  South  of  France  in  the 
summer,  so— duh— hit  the  beach. 
Plage  Croisette  Beach 
(65  Boulevard  de  la  Croisette) 
has  the  fanned  clear  water  and 
white  sands  of  the  Riviera.  And 
when  you've  had  enough  sea  air, 
stroll  over  to  Marche  Forville 
(5-11  Rue  de  Marche  Forville) 
for  fresh  farmers  market  fruit 
and  cheeses. 


Etc. 


Summer*  Travel 


During  Australia’s  mild  winters  (June 
through  August),  average  daily 
temperatures  run  from  the  high 
40s  to  the  high  50s,  so  it’s  still  a  great  time 
to  visit.  And  with  the  Australian  dollar  at  a 
six-year  low  against  the  U.S.  dollar,  it’s 
rarely  been  more  affordable.  Or 
convenient:  In  December,  American 
Airlines  and  Qantas  Airways  added  daily, 
nonstop  service  from  Los  Angeles  to 
Sydney,  and  Qantas  began  offering  daily, 
nonstop  flights  from  San  Francisco.  It’s 
easy  to  see  why  the  airlines  assumed 
people  would  want  to  make  the  trip.  With 
vibrant  art  and  food  scenes  and 
incredible  natural  beauty,  there’s 
something  for  everyone  in  your  crew. 


Looking  at  Sydney 
Harbour  from 
Camp  Cove 
Reserve  across 
the  bay 


I  Where  to  stay 

The  Old  Clare  Hotel 

(theoldclarehotel.com.au;  from 
$213  per  night),  which  opened  last 
September,  has  a  cool,  indusJptetT^ 
vibe.  Housed  in  a formpi;'fjGband 
brewery,  its  roorpa-tTave  heritage 
timber  paneling,  custom  desk 
lamps  made  from  vintage 
machinery,  and  large  windows 
with  original  frames.  Use  the 
hotel  as  a  base  to  explore  the 
surrounding  white-hot  arts 
neighborhood  of  Chippendale, 
where  you’ll  find  cutting-edge 
galleries  and  local  projects  by 
starchitect  Frank  Gehry. 


Whereto  eat 

Sydney’s  population  is  diverse, 
and  a  slew  of  new  restaurants  is 
proof  that  Aussie  appetites 
are  evolving.  Southwest  of  the 
Old  Clare  in  Surry  Hills,  trendy 
Bang  (bangstreetfood.com.au) 
serves  shareable  Bangladeshi 
hawker-style  street  fare  such 
as  kebabs  and  curries,  craft 
beer,  and  an  all-Portuguese 
wine  list  (a  nod  to  the  first 
Europeans  to  visit  Bangladesh) 
in  a  bare-brick  space  with  globe 
lights.  Don’t  miss  the  veal 
jalfrezi  curry  ($30). 


Insider  tip 


Vivid  Sydney,  a  massive  light, 
music,  and  ideas  festival,  takes 
over  the  city  in  May  and  June.  For 
23  nights,  landmarks  such  as 
Sydney  Harbour,  the  Royal 
Botanic  Gardens,  and  the 
Taronga  Zoo  will  be  illuminated  to 
host  free  concerts  by  artists 
such  as  Bjork,  New  Order,  and 
Bon  Iver,  a^well  as  talks  by  the 
likes  of  Spikeyionze 
and  House  of 
Cards  creator 
Beau  Willimon. 


What  to  do 

You’ve  got  to  go  to  Bondi  Beach, 
of  course.  But  see  it  from  a 
different  perspective  than  the 
sunbathers  by  doing  the 
two-hour,  3.7-mile  Bondi  to 
Coogee  Beach  cliffside  coastal 
walk,  which  has  spectacular 
views  of  the  parks,  bays,  rock 
pools— and  whales,  if  you’re  lucky. 
Along  the  way,  stop  for  a  bite  at 
farm-to-table-inspired  cafe 
Three  Blue  Ducks,  in  Byron  Bay. 
Order  the  kangaroo  tartare  if 


you’re  feeling  brav  ;,  which  you 
probably  will  be  af  er  hugging  all 
that  rugged  coastl 


ne. 


How  do  we  survive 
the  flight? 

Flying  from  the  U.S.  West  Coast  to  Sydney  takes  about  15  hours: 

if  you’re  traveling  from  the  East  Coast,  the  trip  could  take 
23  hours  or  longer  with  a  layover  in  Los  Angeles.  If  that’s  where 
you  connect,  Tom  Marchant  of  luxury  travel  agency  Black 
Tomato  recommends  paying  to  use  new  first-class  lounges  of 
Qantas  and  Air  New  Zealand  ($398  and  $407,  respectively,  for 
an  annual  pass,  if  you  don't  already  have  access  with  the 
airlines).  Air  NZ  even  “has  an  open-air  terrace  with  panoramic 
views,”  he  says.  Or  spend  a  night  in  L.A.  to  break  up  the  flight. 

Mama  Shelter  (mamashelter.com/los-angeles/;  from  $169) 
is  the  first  stateside  outpost  of  the  hip  European  boutique  hotel 
chain,  and  it  screens  films  on  its  roof. 


Pelicans  gather 
by  Yalahau  lagoon 
on  Isla  Holbox 


Etc. 


As  an  alternative: 

Isla  Holbox,  Mexico 

This  car-free  island  40  miles  northwest  of  Cancun  offers  26  miles  of 
mangroves  and  beaches  in  the  vast  Yum  Balam  biosphere  reserve. 
It’s  separated  from  Mexico’s  mainland  by  a  shallow  lagoon  where 
flamingos  and  pelicans  converge.  Get  there  by  flying  into  Cancun, 
driving  two  hours  to  Chiquila,  then  taking  a30-minute  ferry  ride.  You’ll 
find  a  range  of  accommodations,  from  cabanas  at  Hostel  Ida  y 
Vuelta  (holboxhostel.com;  from  $26 )  to  four-star  hotels  such  as  the 
Villas  HM  Paraisodel  Mar  (hmhotels.net;  from $92).  Beach  bums  can 
sunbathe;  adventurers  can  snorkel  with  gentle  whale  sharks,  the 
world’s  largest  fish  at  about  41,000  pounds,  from  May  to  September. 


Travel  Lesson  No.  3.  Hit  the  Pharmacy  Before  You  Hike  the  Himalayas 


I’ve  had  remarkably  good  fortune  traveling  to 
developing  countries  without  getting  food  poisoning, 
but  when  I  was  preparing  for  a  recent  trek  through 
India  and  Nepal,  I  didn’t  want  to  take  any  chances. 


I  bought  a  month’s  supply  of  chewable  Pepto-Bismol 
tablets  and  had  one  every  morning.  A  couple  of  my  travel 
companions  laughed  at  me,  until  two  were  knocked  out 
after  sipping  from  a  drink  that  had  questionable  ice  cubes. 


They  spent  the  day  inside,  to  put  it  mildly. 
I  explored  Kathmandu. 


•As  told  by  freelance  writer  Mary  Pilon 


Angama  Mara, 


Let’s  drag  the  kids  halfway  around  the  world!  To  Africa!  If  you’ve 
never  had  this  thought,  that  would  make  you  a  perfectly  sane 
parent.  But  even  though  a  safari  sounds  daunting,  the  annual 
migration  made  by  millions  of  hungry  zebra,  wildebeest,  antelope,  and 
other  animals  in  East  Africa  does  play  out  conveniently  during  school 
holidays  (from  July  to  about  October).  All  of  Africa’s  Big  Five— lion, 
leopard,  elephant,  buffalo,  black  rhino— are  sighted  regularly  in  the 
Mara  Triangle,  the  northwestern  part  of  the  Maasai  Mara  National 
Reserve.  In  addition,  the  Mara  River  is  home  to  hippos  and  some  of 

the  continent’s  largest  crocodiles;  you’ll 
also  see  jackals  and  cheetahs,  and  the 
kids  will  be  able  to  tell  friends  they  spied  a 
creature  called  the  bat-eared  fox. 


Kenya 


Whereto  stay 

The  Angama  Mara  lodge 
(angama.com;  $1,400  per  person 
per  night,  all-inclusive)  may  look 
familiar:  It’s  where  Out  of  Africa 
was  filmed.  Formerly  a  private 
estate,  it  was  converted  into  a 
full-service  resort  last  year.  The 
facility  is  separated  into  two 
camps,  each  with  15  glass-fronted 
tent  suites  that  sleep  two.  In  each 
camp,  two  pairs  of  tents  are 
connected  to  each  other,  so 
children  (age  6  and  older- 
younger  kids  aren’t  allowed)  can 
move  between  theirs  and  their 
parents’  in  safety. 


What  to  do 

Aside  frorai'jeep  and  walking  safaris, 
children  ahd  adults  can  fish  for  tilapia 
and  catfish  above  the  nearby  dam, 
bead  jewelry  and  belts  with  Maasai 
women  in  the  craft  studio,  or  learn  how 
to  throw  a  spear  with  a  Maasai  warrior. 
You  can  volunteer  to  bring  supplies  to  a 
local  school— and  you  can  spend  the 
evening  being  awed  by  unobstructed 
views  of  the  night  sky  with  a  stargazing 
guide  who  can  point  out  the  Southern 
Cross  and  the  Milky  Way. 


)  What  to  eat 

)  Dine  in  an  open-air  lodge  with 
spectacular  views  and  tableside 
)  service.  Angama  Mara’s  all-Kenyan 
cooking  team  uses  local  ingredients 
)  such  as  avocado,  mango,  and  tilapia  in 
v  global-minded  dishes  (think  grilled 
)  halloumi  on  fruity  tabbouleh).  Meals 
\  are  accompanied  by  chapati  flatbread 
'  and  kachumbari ,  a  local  salsa  made 
\  from  tomato,  cilantro,  onion,  and  chili, 

'  and  they’re  finished  off  with  Kenya’s 
)  most  cherished  dessert,  the  manrfaw 
a  doughnut  (here,  inside  papayak^" 
)  Meals  are  relaxed,  with  no  set  times, 

.  and  children  can  come  into  the 
)  kitchen  to  learn  to  bake— or  sit  around 
»  a  fire  making  s’mores. 


Insider  tip 

See  the  Maasai  Mara  from 
above  by  booking  a  one-hour 
hot  air  balloon  ride  ($480  per 
person).  You’ll  float  over  open 
grass  plains,  across  the  Mara 
River— and  lions  will  stop 
and  look  up  as  you  drift  by. 


Travel  Lesson  No.  4:  Etc. 

Make  Necklaces  en  Route  to  Maui 


For  the  first  four  hours,  we 
focused  on  games  and  art 
projects.  My  kids’  favorite  was 
paper  chains. 


I’m  a  believer  in  limiting  screen  time  when  we 
travel  with  our  daughters.  I  see  it  as  a  treat  and 
like  to  abide  by  the  experts’  suggestion  of 
no  more  than  two  hours  per  day.  On  a  holiday 
trip,  flying  from  San  Francisco  to  Maui,  my  wife 
and  I  decided  we  were  going  to  save  the 
screens  for  the  last  third  of  the  six-hour  trek. 


I  brought  a  pad  of  construction  paper  and  a  roll  of  tape.  We  couldn’t  bring 
scissors,  so  I  had  the  kids  fold  and  tear  the  paper  into  rectangular 
strips.  Then  I  told  them  to  make  chain  links  with  the  tape.  The  two  of 
them— one  is  almost  7,  the  other  4  and  a  half— got  into  it.  They  made  short 
chains  to  give  to  flight  attendants  to  wear  as  festive  necklaces.  The  girls 
also  challenged  each  other  to  see  if  they  could  make  one  really  long  chain. 
They  got  to  94  links.  It  was  a  genius  move:  It  kept  them  busy  forever. 


— As  told  by  Matt  Villano,  freelance  writer,  founding 
member  of  the  Family  Travel  Association 


As  an  alternative: 

Greenough,  Mont. 

Explore  the  great  outdoors  without  leaving  the  U.S.  in  Big  Sky 
Country,  where  you  can  herd  cattle,  raft  on  the  Snake  River,  or  go 
fly-fishing.  Make  Paws  Up  (pawsup.com)  in  Greenough,  a  half-hour 
from  the  airport  in  Missoula,  your  home  base.  The  ranch-resort 
popularized  the  concept  of  “glamping”  ($623 per  person  per  night, 
all-inclusive)  years  ago  with  river-adjacent  tents  that  include 
en  suite  bathrooms,  heated  floors,  and  copper  tubs,  but  it  offers 
comfortable  cabins  ($575)  as  well  that  are  in  the  woods  and  come 
with  the  use  of  electric  off-road  vehicles. 


What  do  we  pack? 

Luxury  safari  lodges  often  have  amenities 
handy— ponchos  for  cooler  early-morning 
drives,  binoculars,  hats,  mosquito  spray— 
so  pack  light.  That’s  important,  because 
bush  planes  have  strict  weight  restrictions. 
And  don’t  ignore  the  lodge’s  request  to  bring 
soft  luggage:  Smaller  planes  need  every 
inch  of  available  space  in  the  cargo  hold,  and 
soft  luggage  is  easier  to  squeeze  in.  You 
might  think  dust-colored  safari  clothing  is 
bland,  but  bright  and  dark  colors  attract 
pests  such  as  tsetse  flies  and  scare  off 
wildlife.  Plus,  neutral  tones  will  keep  you  cool 
in  the  hot  sun.  Finally,  don’t  forget  smaller 
bills  for  tipping  your  guides. 


The  North  Face 
Base  Camp  duffel, 
$135;  thenorthface.com 
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American 
Red  Cross 


Every  8  minutes,  the  Red  Cross  helps 
people  prepare  for,  respond  to  and 
recover  from  devastating  disasters, 
including  home  fires.  The  generosity 
of  our  Annual  Disaster  Giving  Program 
members  makes  this  possible. 
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Turn  heartbreak  into  hope  and  support 
disaster  relief  by  visiting  redcross.org. 

All  corporate  service  marks  used  with  permission.  133201  3/16 


ONLY  THOSE  WHO  DARE 
DRIVE  THE  WORLD  FORWARD. 

INTRODUCING  THE  FIRST-EVER  CADILLAC  CT6. 
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THE  PRESTIGE  SEDAN,  REINVENTED. 

CADILLAC.COM/CT6 


DARE  GREATLY 


Preproduction  model  shown.  Available  Early  2016. 
©2016  General  Motors.  All  Rights  Reserved.  Cadillac® 
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